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; MEMORANDUM FOR: Chief, Audit &6tafft 
VIA: Chief, AS&T Audit Division sd 
' SUBJECT: OPM Audit Report E-83-001-Ex.3, 18 Feb 1983, 


FEHBP Joseph E. Jones Agency Administrator 


lL. I have reviewed the audit report, the rebuttal from 
Mutual of Omaha and the copies of the GEHA contracts with OPM. 
The report was also discussed with Chief, Insurance 
Branch, O/Pers by telephone on 5 May 1983. 


2. The OPM audit report contains ten recommendations 
concerning administrative expenses and two concerning claims 
processing. Nine of the ten administrative expense recom- 
mendations are valid; the administrator has accepted seven of 
them although in two cases his computations are different from 
the auditors. The tenth audit finding concerning budgetary 
controls and an annual independent audit of the Jones Agency 
records appears invalid as this requirement should be written 
into the contract to be enforceable. The two recommendations 
concerning claims processing transcend my knowledge of claims 
however, I am against the changes as a GEHA member and believe 
they are negotiable with OPM. The administrator does not agree 
with the two recommendations. 


3. The three administrative expense recommendations not 
accepted by the administrator involve $120,700 of the total 
questioned costs of $122,468 for GEHA. These findings were: 


a. The Jones Agency improperly charged management 
fees to the contract. 


b. Officers salaries were recorded as direct charges 
to the contract rather than-charges to overhead. 


c. The adjustments to costs by OPM auditors for a & b 
above resulted in adjustments to overhead charges of 


$30,038; the Jones Agency computed overhead adjustments 
of about $400. 


On file OPM release instructions apply. 


Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 


Singavegraabsiche Maier ew arcenees s+ 


STAT 


Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 


4, are me that a copy of the report and 
related materials has been given to an attorney, [ 
hea 


for review and comment. The three other 


organizations reviewed during this audit have authorized OPM to 
“negotiate a settlement with the Jones Agency. GEHA may do the © 


same depending upon the attorney's advise. 


5. The negotiator, usually the contracting officer, is not 
bound by the auditors findings. While they should be 
considered during the negotiations the contracting officer is 
the final authority on the settlement terms. 
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Attached are Letters from Inving Katon to OPM for your review. 


Harrts 


TO 
JOSEPH E. JONES AGENCY 
Mutual & UNITED oF OMAHA 
Ie 1666 Connecticut Avenue 
Approved For Release 2006/02/10 : CIA-RDP86-00964R0002000900eFigston, D. C. 20009 
Telephone 797-6700 
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: LAW CFRIZES 
KATOR, SCOUT & TIELELER 
SUIT SOG 
(G25 VERMONT AVENUE, N. w, 
WASHINGTON, D.C. 20005 


{202) 393-3800 


February 3, 1984 


Kevin Burns 

Assistant Director for Insurance Programs 
Employee Organization Plans 

P.O. Box 707 

Washington, D.C. 20044 


Re: Audit Report No:E-8300-1 


Joseph E. Jones Agency 


Dear Mr. Burns: 


We had no response from you with respect to the above~captioned matter. 
If there is additional information you feel is necessary, please let me 
know and we will be glad to provide it. Otherwise, we would appreciate 
it if we could hear from you with respect to your determination on our 
response to the audit exceptions. 


As indicated in our previous correspondence, and for the reasons stated 
therein, we believe that the exceptions have not been taken properly and 
we request that you so determine. For your information, I am enclosing 
a copy of our last letter on this subject to you. 


| 
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Irying/Kator 


a 


IK:ld 
Enclosure 


Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 


= 
al 
’ 


Met On, re) 
OS, “ 

aa 

G 


- + Approved For Release 2006/02/10.:.CIA;RDP86-00964R000200090001-6 
RATOR, SCOTT & HELLER 


Sleek WG 
LPP CMT yy AVTN UE, Mi Ow 


Wee tin STON 0 2 POOL 


(oer 394 BAG 


September 26, 1983 


HAND-DELIVERED 


Kevin J. Burns 

Assistant Director for 
Insurance Programs 

Office of Personnel Management 

13900 E Street, N.w. 

Washington, D.C. 20415 


Re: Joseph E, Jones Agency 
Dear Mr. Burns: 


As I had Previously indicated to you, I have taken a closer 
look at the legal issues raised by the 1983 Audit Report chal-. 
lenging the managment fee charged by the Jones Agency. After 
doing so, I remain convinced that there igs no legitimate legal 
basis for disallowing the fee, 


As an initial matter, it must be stressed that the Audit 
report does not challenge the reasonableness of the charge; 
rather it merely Suggests that, however reasonable, such Charges 
are not legally compensable, As we understand it, however, OPM's 
General Counsel has already resolved the question of the legality 
of such management fen. And, since that office has determined 
that the management.fee is an allowable cost under the FEHBP, it 
would seem that the matter should be deemed closed and the fee 
allowed, 


Additionally, it is Significant that the issue of the 
Management fee is the identical question raised in an earlier 
audit challenging the fee for the 1974 and 1975 contract years, 
By letter dated February 5, 1981, the Jones Agency was advised by 
OPM that "[(A] £ter review and discussion we have decided to accept 
the management fees for the two years in question as reasonable 
charges against the contract." It is well established that when 
the government igs advised of the contractor's interpretation of a 
contract and the government accepts this interpretation, it is 
bound by that interpretation. Appeai of Astro Dynamics Ere} 
NASA BCA 1067-38, 74-1 BCA 1063 (1974); Appeal of American 
Electric, Inc., ASBCA 16635, 76-2 BCA 12151 (1976). Here, the 
government not only acquiesced in an interpretation of a contract 
Provision, but it affirmatively approved of a charge based on the 
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Kevin J. Burns 
September 26, 1983 
Page 2 : 


proffered interpretation. In such circumstances, reliance upon 
that interpretation by the Jones Agency was clearly reasonable 
and the government is surely estopped from suggesting otherwise 
or from penalizing the agency for acting on the basis of that 
interpretation. See Penn-Ohio Steel Corp. v. United States, 96 
Ct. Cl. 1064, 1093-39 (1965); Appeal of Covington Industries, 
ASBCA 12426, 68 BCA-2 7286 (1968). Thus, by accepting the 
management fee for the years 1974 and 1975, OPM cannot now come 
back and challenge the fees for subsequent years. The Jones 
Agency is entitled to rely upon OPM's acquiescence at least until 
such time as OPM provides formal notice that it no longer concurs 
with Jones' interpretation of the contract. 


A case posing virtually the identical facts was recently 
decided by the Armed Services Board of Contract Appeals. In 
Appeal of Blue Cross Association and Blue Cross of Virginia, 
ASBCA 25776, 81-2 BCA 15,359 (1982), the Board of Contract 
Appeals held: 


During the period 1971 through 1973 [the 
contractor] used the identical allocation 
method now in dispute. The government audit 
report for those years * * * took no excep- 
tion to any of the amounts claimed . .. for 
those years. 


* k kK kk ok 


Therefore the Government audit acceptance of 
the computation and allocation methods for 
calendar year 1973 represented not only a 
contemporaneous interpretation of the sub-~ 
Stantially identical provision existing prior 
to the 1973 contract, but also an interpreta- 
tion of the operative provisions of the 1973 
contract itself, 


As can be seen, the Board of Contract Appeals held that not only 
was the government estopped from challenging the computation and 
allocation method in issue, having previously indicated it accep- 
tance thereof, but further the government's previous acceptance 
of the method represented a construction of how the contract was 
intended to operate in the future. Just as the government, hav- 
ing previously acquiesced, could not come back and challenge an 
allocation in the Blue Cross case, so too is OPM bound by its 
previous acceptance of the management fee in this matter. 

Indeed, the case here is stronger, since the OPM approbation of 
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Kevin J. Burns 
September 26, 1983 
Page 3 


the charge comes not only from passive acquiescence, but addi- 
tionally, from an affirmative allowance of the identical fee. 


For these reasons we strongly urge OPM to allow the manage~ 
ment fee charged by the Jones Agency. Foremost, the Audit Report 
challenges only the legality of the management fee, and this 
issue has.been decisively resolved in our favor by OPM's General 
Counsel. Beyond this, OPM should be estopped from challenging 
retroactively the propriety of the fee, since it previously indi- 
cated acceptance of it. 


I am hopeful that this letter will resolve any remaining 
questions you may have. Since the audit has already extended 
beyond the ninety-day limit imposed by Pub. L. No 96-304, TI am 
also hopeful that we will be able finally to settle this matter 
soon. 


Please contact me at your earliest convenience so that we 
may discuss any remaining questions. 


Very truly.yours, 
4 iit 
Irving Kator 


IK:nbi 
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People you can count on... 
Life Insurance Affiliate: 


United of Omaha 


JOSEPH E. JONES AGENCY 
1666 CONNECTICUT AVE, NW 
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Office of the 
President 


Mr. Kevin J. Burns . 

Assistant Director for Insurance Programs : 
Office of Personnel Management 
Washington, D.C. 20415 


Dear Mr. Burns: 


I have received copies of the Office of Personnel Management's audit ; 
report on the Joseph E. Jones Agency. In the cover letter accompanying the - 
report, you stated that all outstanding audit findings mst be resolved 


within six months of the date the audit is issued. 


I understand that you have had discussions with representatives of the 
Joseph E. Jones Agency in an effort to resolve the outstanding audit findings 
relating to the other federal health plans administered by the Jones Agency. 
Because the same basic issues are involved in the audits of the other plans, 
we request that you expand the scope of your discussions with the Jones Agency 
‘to include the outstanding findings relative to our contract. This will ensure 
uniformity in applying the final findings to the various plans. — 


“We would like the opportunity to review the situation again after you 
_ have completed negotiations with the Jones Agency and have made a final 
determination with respect to the outstanding findings. 


Sincerely, 


“SSTAT 


DISTRIBUTION: 
Original - Addressee 
1 - DD/Pers 
1 - C/BSD 
1 - C/IB 
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Coordination [Justify 


REMARKS 


FYI, attached is.a copy of response we got 


- from the Audit Staff on their review of OPM's report 
on the Jones Agency. 


|| 


DO NOT use this form as a RECORD of approvals, concurrences, disposals, 


FROM: (Name, org. symbol, Agency/Post) 
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clearances, and similar actions 
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ief, Insurance Branch 
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7 March 1983 


NOTE FOR: DD/Pers 


Attached is a letter from OPM transmitting their_audit report of 
the Jones~Agency for the years 1976 through 1980. (aa STAT 
acknowledged receipt of the report by telephone, advising them that 

although the letter is dated 15 March, he did not receive it until 

1 April). The audit involves all of Jones' FEHBP activity, not just our 

plan, and therefore has us facing the same issue as does the National 

Alliance of Postal and Federal Employees, the American Foreign Service 

Protective Association, and the American Federation of Government 

Employees. A number of issues have been raised in the audit. The Jones 

Agency has concurred in the audit findings of most of them - on two they 

are still in disagreement. They are: the allowing of management fees 

as an administrative expense, and the method of charging officers:' 

salaries. The former is by far the most significant sum totalling 

$541,673 for all years for all plans, and $82,427 for ABP alone. The Audit voter) 
Report and attachments make the case for both sides. Jones has his attorney (Lr: 
working on the matter and wants our OK for them to deal directly with OPM. 

You may wish to get a legal opinion on that, but it seems a little 

academic at this point since they have been dealing with each other for 

over 2 years on this audit. (Note that OPM sent a draft to Jones dated 

16 March 1982 and Jones responded to OPM on 11 June 1982). 


It appears to me that somehow we have to determine the position the 
other 3 organizations are taking and work together. I see the major 
issue as: "Is the charging of a management fee an allowable expense or not?" 
Great legal minds are already working on that at OPM and at the Jones Agency. 
I don't know what we would do if we, the AFGE, AFSPA, and NAPFE are not in 
agreement. 


IT also think we need to reassess GEHA's relationship with OPM. Their 
letter says we are the prime contractor and it is up to us to resolve the 
contested points of the audit. While this has always been fact, it has 
not been practice. We have in the past relied on OPM to verify the accuracy 
of the annual accounting statement. OPM is now suggesting that an independent 
auditor be employed by us in the future to satisfy ourselves as to the 
accuracy and appropriateness of those statements. In view of OPM's position 
with respect to this audit, and the fact that years elapse before they perform 
their audits, it might be a good idea for us to hire an auditor. However, 
there is then the possibility that our auditor and the Jones Agency have 
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irreconcilable differences, or we could rely on our auditor's OK only 
to find out 5 years later that this is at odds with OPM's audit staff. One 
thing is clear, auditing on a more current basis would certainly help. 
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Attachment 
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4 April 1983 


NOTE FOR: Deputy Director of Personnel 


FROM: 
Chief, Insurance Branch 


STAT 


1. Attached is a letter from OPM transmitting their recently 
concluded audit report of the Jones' Agency. Although the letter is 
dated 15 March, we did not receive it until 1 April. I have provided 
acknowledgement of our receipt to Kevin Burns' office via telephone 
advising them of late receipt. We have not had a chance to review this 
in depth, but thought you should be aware of its existence. 


2. I have talked to Harris Havard about the report and he advises 
they also just received it. The report has been turned over to their 
lawyer. Harris stated that a number of the recommendations have been 
or are being resolved. However, the issue of the "management fees" 
assessed by Jones still is under contention. (Naturally, this is the 
issue involving the most money.) Harris also indicated they will get 
back to us with their recommendation for handling the response to OPM. 

His initial thought was that perhaps Jones and Mutual should deal directly 
with OPM. I think we need such input to determine what part, if any, 
we should be playing in this matter. 


3. I told Harris we would wait for him to get back in touch before 
we took any action. In the interim, we will review the attached and 
prepare a summary of the recommendations and required actions for use 
in possible further discussion with Jones and OPM. 


STAT 


Attachment 
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{@ a United States 
Ss Office of 
“4 Personnel Management _ washinston, D.C. 20415 
{983 In Reply Refer To: Your Reference: 
MAR 15 . 


STAT 


Enclosed are four copies of the Office of Personnel Management's audit 
report No. E-83-001-Ex. 3, dated February 18, 1983, on your third party 
administrator, the Joseph E. Jones Agency. This audit was conducted by 
representatives of the Office of the Inspector General pursuant to 
Contract No. 1065, 5 CFR Chapter 1 Part 890 and 41 CFR Chapter 1. 


I would appreciate an acknowledgement of your receipt of this report 
within 10 days. 


This audit is one of four companion audits which examined the entire 
Federal Employees Health Benefit business of the Joseph E. Jones Agency 
for the years 1976 through 1980. Separate audit reports detailing 
findings relative to their plans are being concurrently sent to the 
following: 
H 
National Alliance of Postal and Federal Employees 
American Foreign Service Protective Association 
American Federation of Government Employees 


The Government performed the audit of Joseph E. Jones' entire book of 
FEHBP business for reasons of efficiency and to ensure consistency in the 
‘audit process and uniformity in applying the findings to the various “prime 
contractors. However, in resolving the findings the contracting officer 
may deal only with those parties with whom he has a contractual rela— 
tionship, i.e. the prime contractor. As the prime contractor you are 
responsible for resolving the'findings relative to your contract which are 
contained in the enclosed audit report. 


While the Government will be looking to you to resolve the findings 
relative to your contract it should be pointed out that the same basic 
issues are repeated in the other audits - only the amount of the dollar 
findings vary because of the differences in the plans' sizes. Because of 
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the similarity of issues and the fact that they all involve one sub- 
contractor, Mr. Larry Keck of Mutual of Omaha which has purchased the 
Joseph E. Jones Agency has agreed to act as the subcontractor's 
coordinator in resolving this series of audits. 


Public Law 96-304 requires us to resolve all outstanding findings within 
six months of the date the audit is issued or August 17, 1983 in this 
instance. Please submit your comments, if any, within 45 days from 
receipt of this report. 


Sincerely yours, 


evin J. Burns 


Assistant Director 
for Insurance Programs 
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United 
. Office of 
Personnel Management washington, D.C. 20415 
In Reply Refer To. Your Reference: 
EXHIBIT 3 


AUDIT REPORT 


Federal Employees Health Benefits Program 
Joseph EB Jones Agency - Administrator: 


Government Employees Health Association, Inc. 
Association Benefit Plan 
Plan 42, Contract CS 1065 


Washington, D.C. 


“EB re 
Report No. E-83-001- Ex. 3 Date B 18 j0g2 


by 


Jéseph W. Towell, Jr. 
nspector General © 
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In November, 1981, we completed an audit of the Federal Employee Program (FEP) 
operations at the Joseph E. Jones Agency for the years 1976 through 1980. The 
audit was conducted pursuant to 5 U.S.C. Ch. 89; 5 CFR Ch. 1, Part 890; Al CFR 
1-15 and the terms of Contracts CS 1061, 1062, 1065 and 1164. 


The Joseph E. Jones Agency is composed of three affiliated companies as follows: 


Joseph E. Jones Partnership, 
United Insurance Services, Inc. and 
International Insurance Counselors, Inc. Bee. 
Be w 
While the total charges to the FEP contracts are generated by all three of the - 
affiliated companies, the principal contract administrator appears to be Joseph 
E. Jones, individually (i.e. none of the affiliated companies is contractually 
responsible for the administration of the FEP contracts). Currently the Admin~ 
istrator is servicing the AFGE Health Benefit Plan, the Foreign Service Benefit 
Plan and the Association Benefit,Plan. Accordingly, FEP subscriber claims sub- 
mitted to these Plans are processed and paid by the Administrator. Until Janu- 
ary 1, 1978, the Administrator also serviced the Alliance Health Benefit Plan. 
Currently the Alliance-Plan is administered by the Mutual of Omaha at its Group 


The Plans are all underwritten by the Mutual of Omaha Insurance Company, Omaha, 
Nebraska. Joseph E. Jones (individually) is the Mutual of Omaha - Washington 


-Mgtropolitan Area General Agent (i.e. all Mutual of Omaha insurance written in 


the Washington metropolitan area is written through Joseph E.-Jones). 
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the AssociabperoveddiutRPleasd s0egiemto et hyROPRdoUsEAREDS2BOBsEHGTS Health 
Association, Inc. (GEHA) under OPM Contract CS 1065. The Association Benefit 
Plan is open only to members of GEHA and no associate memberships are offered 
to other Federal employees. The Administrator processes and pays only those 
claims submitted by retired members of GEHA. Health claims for active members 


_ of GEHA are processed and paid under other arrangenents. > 


Joseph B. Jones has acted as Administrator for these Plans since the inception 


er ter on OTERO TT A 
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of the FEP program. Previous audits of the Administrator’s operations were re- 
ported in conjunction with audits of the sponsoring Organizations and all pre- 
vious audit findings have been resolved. 


We issued a Draft audit report (Report No. E-82-003 D) detailing the tentative 
findings from our audit ‘on March 16, 1982. The Administrator responded to the | 
Draft report on June 11, 1982. The Administrator's comments on the audit find=".". 
ings were considered in the preparation of this report and are included, in their _ 
entirety as Appendix A to this report. . 
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II. SCOPE OF AUDIT 


The audit was performed in accordance with generally accepted Government 

auditing standards and included such tests of the accounting records and -- 
_such other auditing procedures as were considered necessary in the circun- 

stances. 


The audit consisted ofa survey and review of the claims processing 
systems and procedures used at the Joseph E. Jones Agency to determine 
if benefit payments are substantially in compliance with allowable bene- 
-fits offered by the Plans and that such payments were made in a timely 
and efficient manner. ‘The review of the Administrators claims pro~ . 
cessing systems was accomplished through the evaluation of a survey 
questionnaire developed by OPM~s Insurance Audits Division. The survey 
questionnaire was based on provisions of the Contracts and Brochures in- 
volved and on OPM’s regulations as contained in Part 890 of Title 5 of 
the Code of Federal Regulations. 


In addition, we selectively reviewed administrative expenses charged to 
the Contracts for the years 1976 through 1980. Our review of administra- 
tive expenses was based on the term of the Contract and the cost prin- 
ciples prescribed by 41 CFR, Part 1-15 to determine the allowability, 
allocability and reasonableness of the charges to FEP. 


The objectives of our audit were to determine whether costs were charged 
to the FEP and services were provided to FEP subscribers in accordance 
with the terms of the Contracts. We also sought to determine if the 
Administrator’s policies and procedures resulted in efficient, effective 
and &conomical operations. 


br 
< 
. 
ra 
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it. FINANCIAL DATA 
fe | ASSOCIATION BENEFIT PLAN . 
HEALTH BENEFITS PAID BY CONTRACT YEAR ne ea ee 


$9,667,318 $11,263,039 $12,590,008 $13,213,792 $14,991,929 $61,726,086 


Lee ene eee maumammmmnaed 


ADMINISTRATIVE EXPENSE CONTRACT CHARGES- © 


$ , 75,017 $ 85,206 $ 176,950 $ 224,151 $_ 529,638 §$ 890,942 _ 
th 
* 
Shc ct 
ra ry \ 
i: : ; - ° a a 
-4— / 
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IV. SUMMARY OF RESULTS OF AUDIT 


t 


Our review of FEP operations performed by the Joseph E. Jones Agency resulted 
in the following: . : aes MSs, eer oe 


ra 


Pier boters 


"ministration of mental and’‘netvous ‘benefits. — 


1. 


Administrative Expenses 


. 4 as ( ; 
a. FEP was improperly charged management fees of $541,673 during 1976 


charge and the amounts charged were unilaterally determined by the 
| Administrator. | (Audit Finding 1) ae 3 eae 


through 1980. The FEP contracts do not provide for a management fee 


b- For 1976 through 1978, the Administrator charged FEP $13,022 for mer 
tent which was in excess of the costs of ownership of the premises 
occupied. Such excess" charges for rent are not allowed under the 
FPR*s. (Audit Finding 2) — - = : 


¢: In 1976 and 1979, $75,522 in officers” salaries was inappropriately 
charged directly to FEPZ The officers” salaries should have been 


Ys" allocated to FEP through overhead. (Audit Finding 3) 


-. a. FEP was overcharged $9,078 for reapportionment ratio errors in 1977 


--avid 1979. (Audit Finding 4) - s 


es FEP was overcharged for depreciation ($5,733 in 1977 and 1979) and 


rent ($3,404 in 1977) and was undercharged for legal and accounting 
expenses ($1,200 in 1977). (Audit Findings 5, 6 and (2? et 


: f. During 1977, 1978 and 1979, FEP overhead was inappropriately charged 


for legal and accounting expenses, and in 1978 FEP overhead was charged 
duplicate rent charges. (Audit Finding 8) 


‘to $182,901. (Audit Finding 9) 


ry. Pieces R Peg > cae oo Be” is oe (haan we es ee me, Hee in so P ; 
.. gs Overhead adjustments due FEP as a result of items ia Shrough f ©. ounvs 


hee The Administrator needa to implement additional ‘financial managenent 


‘techniques to enhance the financial management of FEP operations. 


Clains Processing 


swing renee 


We f und the Administrator™s claims processing policies and procedures 


“$0 be -generally.satisfactory. Recommendations are made which we believe 
.-. will more adequately identify (1) duplicate billings, (2) claims which 
"are not medically necessary (3) worker’s compensation claims and (4) 
“physical examinations.’ We also recommended changes in the procedures 

“> for determining reasonable and customary physician fees and in the ad- 


t a par at ge ee 


eS a , i oe 


Pee siSytning: CSIR OH AEE es 


o5= 


4a 
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V. AUDIT FINDINGS 


. 


A. ADMINISTRATIVE EXPENSES -- -- 


1. 


NeongenentWoes, gs BR, BaD 


For the years 1976 through 1980, the Administrator claimed, as an administra- 
tive expense against the FEP contracts, management fees of $541,673, as fol~ 
lows: i gms ar oe RD . . ; : 3 

4976 1977 1978 1979 1980 TOTAL ¥~ 


ee me 


"Management Fees $56,467 $100,359 $92,651 $140,206 $151,990 $541,673 


Our analysis of the management fee disclosed that the fee increased 169 percent 
over the five year period, although the number of subscribers decreased by 53 
percent between 1977 and 1980. _ . on ae 


The Administrator's concept of management fee first appeared in 1974 following 


the OPM Contracting Officer’s elimination of Agents” commissions from the 
health bepefits contracts underwritten by Mutual of Omaha. Contracts in effect 


in 1972 and prior specifically provided for payment of commissions, based on 
a percentage of premiums, as allowable costs under the contracts. In 1972, the 
Contracting Officer informed all affected parties that commissions would no 


‘ponger be allowed under the contracts after 1973, but in order_to allow the 


underwriter and the agent time_to accommodate the change, OPM [then the U.S. 


Civil Service Commission (csc) | agreed to contract for a flat sum commission 


payment for 1973 equal to the amount of the commission allowed for 1972. The 
commissions were eliminated because CSC believed that there was insufficient 
justification for a percentage commission which increased in relation to pre- 
ming and which bore no relationship to the value of the agents services. Fur- 
ther, C&C stated that the cost of any services that actually benefitted the FEP 
and was covered by the commissions could be recovered as a valid charge to the 
administrative allowance. The CSC estimated that the elimination of the con- 
missions would save the program significant amounts of money in subsequent 


| years. 


The first year following the elimination of commission payments the Admin- 
istrator introduced an annual management fee as an administrative expense 


under the’ contracts. During a 1981 meeting between the Contracting Officer 


and the Administrator's Comptroller, the Comptroller admitted that the man- 


' agement fee was introduced as a substitute payment for the Agents commission 


which was eliminated from the contracts after 1973- 


Accordingly, we believe that the Administrator™s charges for management fees 
are inappropriate and are not consistent with the CSC’s Contracting Officer's 
intent. The purpose of eliminating commissions from allowable.costs under the 


ra 5 


. 


he 
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writer: er_or_otherwise “(not controlled by | OPH). For the ‘years involved, “the-- 


contracts was ApspenkieFer Reiexse200b02/Hee: CRRRBPSbEIG4ROGE2OEDSUUEESS to 
the contracts which were not based on a benefits received concept. 


In addition, from 1974 forward, provisions of the administered contracts provide 
for allowable charges as follows: 


item cota Sas, wikh. ~ Amount 
(i) Administrative Charges _ * a © . Actual, but not to exceed 2.6% 
- Oreattaation Swe of total subscription charges 


for the contract term. (Percent- 
_ age allowance may vary under 
specific contract) 


(ii) Administrative Charges = . Actual, but not to exceed 4.0% 
Underwriter i of total subscription charges 
: for the contract term. (Percent- 
age allowance may vary mader 


ee eae ae epecific contract) 
(iit) Taxes : oy tg, UP Ee Actual 
tiv} Service: eee en eat a (Fixed dollar amount Hesottabed 
. te re tee ee ee for each specific cone 
rn er ee ae Ses teens atded): 


fhe Cohtract further states that, "~saministrative Charges” means the amount 
of expenses incurred in the administration of. this contract including, but. 
not limited to, the. cost of maintaining the eligibility files for coverage 
under this contract, the cost of investigation and settlement of claims under 
this contract, and the cost of making accounting and statistical reports. | 
FOES LEON YS expenses allocated to, this contract will, be actual, necessary 
bok Sap nus Catevnins :d ok AL equitable. and weasonable basis, wien peupe.. 
jintieication and accounting support.-. The Federal Procurement Regulations, 41 
CFR, Part tbs shall Reza in the determination of acceptable administrative 
expenses." ee a ee ee ee eee ae eS eee 

As noted above, the ‘contracts: ao not specifically Jendent ee the. role of Cie: 
Administrator for either administrative charges or service charges. . The’ Ad- 
ninistrator (in practice) operates under the administrative charge allowance 
- provided for the Underwriter... It should also be noted that the contracts . 
only provide for a profit (service charge). that_is. payable to the .sponsoring 
organizations 1 who are responsible. for. distribution of the funds, cthe _under- 


Tien inte eat 


AN ty 


managenent fee (profit) claimed by the Administrator is profit over and above 
the amount provided, for in ‘the, contracts and, oes Repecscn ts: a yao FAUEOn 
of the Contracts: ee Betne gs v: ends PG BENE Te lye gal 


4, 
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It is our opinion, therefore, that any profit awarded to the Administrator 
should be applied against the profit provided for in the contracts, thereby 
reducing the amounts due to the Underwriter. In addition, we believe that 

any additional profits (in addition to the service charge) which are claimed 
by the Administrator or others under the contract must be approved in advance 
‘by OPM and should be formally recognized in the prime contract. We found no 
evidence that the concept or the amount of the Administrator's management fee 
was negotiated or approved by any of the principal parties to the contracts. . 
It appears that both the concept and the amount of the charge was unilaterally, - 
determined by the Administrator. . 


Administrator s Comments: . 
(See pepends= A for the full text of the Administrator” 8 ne 


The Administrator stated that ‘the, auditors nisinterpreted the intent and the 
effect of the Contracting Officer’s elimination of commissions from the 
contracts in 1974. The Administrator contends that the change was primarily 
to change the method of payment of the commissions from a percentage of pre=~ 
miums to actual costs incurred in servicing the FEP. The Administrator takes 
issue with the auditors statement that the elimination of commissions was 
intended to result in a savings to the program. The Administrator states 
that prior to 1974, the commissions were for "... the necessary services per- _ 
formed in administering the FEHBP” and that there was no objection to the eli- — 
mination of the commissions "... providing payment was made on the basis of 
actual and necessary costs incurred in servicing the FEHBP". The Administrator 
ayers. from the veneered Officer” s letter as OLPCuS: dd a) 


"The actual expenses ‘Incurred for identifiable services, 
whether performed by the agent or the underwriter, which 
are necessary to the administration of the contract and 
. a would be a valid. charge to the administrative ex- 
zpanee allowance." , in poe Foe Shh : 
‘The Administrator patents that. the managenent fee is payment for necessary 
services and "... does not represent a profit...". The Administrator feels, 
however, ‘that subcontractors are entitled to a profit and that such profits 
should not be included in the service charge payable under the contract. The 
Administrator believes that payment of the management fee is in full compliance 
with 41 C.F.R., Part 1-15 because that part specifically refers to payments to 
subcontractors and authorizes costs as an allowable charge to the contract to 
the extent that the allowance is consistent with the relevant subparts. The 
. fdministrator stated that the managsment fee has been the subjegt of negotia~ 
tion between the Jones Agency, the contractors and the Contracting hie 
The Administrator then points out that the Contracting Officer,sby le 
«dated February. 5. 2981», accepted | the concept of charging a a pest fe 
“go the contract for 1974 and 1975. Se ep ge pe 
i einai ie 


hl eal lth etna init oi ie ee 


™ 
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Inspector General*s (1G) Reply to Administrator's Comments: 


We do not believe that we have misinterpreted the Contracting Officer™s 
intent in eliminating commissions from the contract. The facts sur- 
rounding the contract change clearly show that the purpose of the 
change was to eliminate unnecessary charges from the contract and that 
savings would be realized from the change. The anticipation of savings 
under the contract is evidenced by an internal memo from Mre We P. 
Gulledge (formerly Chief of Employee Organizations Division), dated 
March 1, 1973, as follows: . aror: Laer 2. 


Gig Par a bas 


“We have also entered into agreements with carriers who ee 
have a commission to pay a flat sum for 1973, equal to 
the amount of the commission in 1972. ... We have in- 
- formed those carriers that it is our intention to elin- 
. 4nate commissions for 1974, and that any payments to 
. brokers will have to come out of the insurance and/or 
'- “service charge... : 
‘fs. All of these actions amount to a savings in the Program > 
of approximately $2,499,100." 


As can be seen from the above, a savings to the FEP was anticipated upon 
 @liminating commissions from the contracts. The Contracting Officer 

did, however, inform all parties that any costs which are necessary for 
the administration of the contract and which were previously included in 
commissions would constitute allowable administrative charges to the 
contract. This, of course, means that such charges would require docu- 
mentation and support to the same extent as other administrative charges. 
The Administrator states several times in his comments that the commissions. 
fand now the management fee) were for “actual and necessary costs incurred ’ 
*., warvieing the FEHBP.” However, the hadministrator .:8 not provided auy 
documentary evidence of the services provided or the cost of such services. 


et TERE ES alg: OSE: © Deiat One ee Pt a wheliate Af Ape ei ae eee 


Although the Administrator contends that the management. fee does not repre~ 
sent profit, we believe thatthe amount 43 purely profit and we continue 

to believe thatthe only profits allowable under the contracts are repre~ 
sented in the contracts as service charge. The service.charge is paid 

to the contractors (Organizations) for distribution as they see fit. OPM 
has no control on the use of the service charge awards. Any profit to be 
“should be<paid from the. service ~ 
charge. This IG position is substantiated by the above quoted W. Pe 
Gulledge memo (last sentence, first paragraph) and is also based on cor- 
respondence of former high. level OPM officials who addressed the problen © 
of profit for third party administrators. In this regard, we note that 
Mr. Ruddock (former CSC’ Contracting Officer) informed another Employee § 
‘Organization plan that third party administrator profit shall be paid 
from the negotiated flat-sum service charge. In addition, early memos 
from Mr. Sol Papperman (former Chief of Legislative and Policy) and from 


Mr. Travis Mills (former Asistant General Counsel) set forth the principle 
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that charges for profits do not constitute allowable administrative charges 
to the contracts and that the only profits provided for are in the form of 
the negotiated flat~amount service charge. We add to the above, that es~ 
tablished and proper contract accounting principles dictate that profits 
be accounted for separately from administrative and other costs. iSections 
3.5 of the audited contracts define administrative expenses in accordance 
with such principles. , 


Finally, the Administrator states that the management fee has been negotia- 
ted with the contractors and with OPM. The Administrator, however, did not 
provide any evidence of negotiations and we continue to believe that the 
amounts charged were parece determined by the BARI RAE TS ENOE® 


The Contracting Officer” 8 , allowance of the management fee ‘eeeeea for 1974, 
and 1975 was based on advice from the Insurance Audits Division contained 
ina memorandum dated PateNary 10, 1981, as follows (in part): 


“For the years ‘davolved (1974 and 1975), we felt that the 
combination of salary and management fee paid to Mr. Jones 
resulted in compensation-that was somewhat high, but we agreed 
to accept the amounts for those years because of the period 

~ Jnvolved and because our opinion of reasonable compensation. 
would not be significantly less. Our acceptance of the 
amounts for 1974 and 1975 does not constitute our concurrence - 
of the management fee concept or its method of computation.” 


Recommended Corrective Action: 


eee : eas Be lees 
We recommend that the Contracting Officer disallow the management fees (and 
applicable overhead) charged to the FEP contracts by the Administrator for 
the periods 1976 through 1980. The amounts so charged should be credited to 
FEP on the next Annual econ yee etatenonry submitted by the adm es Vered: 
Organizations. 


Rent versus Ownership fe oe ; “:- $13,022 
Our audit disclosed that for the years 1976 through 1978, the Administrator 


overcharged FEP, as direct charges against the FEP contracts, $13, Oee for 


rent which ‘was a excess of the ORNS of OWnerenT ey as follows: 
ore 1976 A977 1978 TOTAL 

Excess of Rent over «°° a 

Ownership (Direct) as - 8 $ ‘Tr $10, 548 $1,702 | $13, 022 


_ Quéstioned overhead Ghenues applicable to the unallowable rent Bveccie cee are 


included in Audit Finding A. 9+ (Overhead Adjustments). a 


“s 


Administration of the FEP programs is conducted in their entirety. at 1666 
Connecticut Avenue, N. W.; Washington, D.C... The ownership of the building 
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at this location is considered to be under common control of ownership with 
the Administrator, Joseph E. Jones. The building is owned jointly by the 
Joseph E. Jones Partnership (as a partnership landlord) and a corporation. 
The partners of the Joseph E. Jones Partnership are Joseph E. Jones and his 
wife, each partner owning a 43 percent interest in the building. The remain- 
ing 14 percent ownership of the building is held by a corporation which, in 
turn, is also fully owned by Joseph BE. Jones and his wife. 


Since the building is wholly owned (directly and indirectly) by Joseph E. Jones, 
we believe that the requirements of the Federal Procurement Regulations (FPR s), 
41 CFR, Part 1-15.205-34(g), are applicable. These provisions state, in part::~ 

a 


"Charges in the nature of rent between any division, subsidiary, 
or organization under common control are allowable to the extent 
such charges do not exceed the normal costs of ownership, such as 
depreciation, taxes, insurance, and maintenance (excluding interest 
or other unallowable costs pursuant to this Part 1-15)..."- 

“ 


Accordingly, we believe that FEP contracts administered by Joseph E. Jones were 
overcharged $135,022 for rent in excess of ownership costs during 1976, 1977 and 
1978. - 
Administrator’s Comments: — 


The Administrator concurred with the finding. 
y 
Recommended Corrective Actions: — 


a. We recommend that the Contracting Officer disallow $13,022 for the rent 
charged in excess of the cost of ownership {plus applicable overhead 
charges) which have been charged to FEP contracts administered by the 
Administrator. ~ Tt an oo es. 


pb. he auwcints disaliowes should be eredived to the administered =P 
contracts on the next Annual Accounting Statement submissions. 
ae SEOs he Saag Se yes Pia ee Ree ee ae Ciicit 
7 


3. Officers” Salaries $75 ,522 


During 1976 through 1979, the Administrator inappropriately charged a portion 
of officers” salaries as a direct charge to the FEP contracts. Officers sal-~ 
aries are, by their nature, considered to be more properly charged as indirect 
costs through overhead allocations. The incorrect charges, for the years in- 
volved are: | se Dat. ee " 


1976 1977 +~+«1978 ~=—Ss=«Y:9779 TOTAL 
Officers” 
Salaries (Direct) $14,947 $22,079 $15,328 $23,168 $75,522 


et aer us 
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wn 


Pay 


resulting from the improper charging of officers~,salaries 
the FEP contracts are included in Audit Finding A.9.(Over- 


Administrator's Comments: 


re officers salari 
Salaries Methed whic 


adopted by this Agency as of 1974. 


dollars to those of 


es should have been apportioned on the basis of the Direct 

h is acceptable under the principles of cost accounting 

This method not only relates management's. «. 
production, but also maintains consistency - which isa -¥- 


fundamental requirement specified by the Federal Procurement Regulations.. 


"In recognition of the above comment, officers salaries for 1980 were adjust- 


ed on the basis. of D 
$30,946 which, toget 
$22,424, will be inc 
a prior year's adjus 


direct Salary Ratios. This produced an undercharge of 
her with an adjusted overhead credit credit (sic) of 
luded with our Annual Accounting Statement for 1982 as 
tment of $8,522 (increase)." . 


Inspector General's Reply to Administrator s Comments: 
| 


! 
As stated in the aud 
charged FEP contract 
result of charging o 
ta the FEP. 
to cur recommended m 
justed to the Direct 
are more properly cl 
to FEP contracts thr 
costs to total direc 
tor’s overhead pool 

troller and General 

Officer of the enviar 
istrative overhead p 
the total organizati 
accounting area and 


une 


We believe that char 
generally recognized 
can not normally ide 
time is spent indisc 
All costs associated 
cost objectives on a 
the costs to all bus 


We do not agree that 
appropriate basis fo 
in this case, are he 
cause a disproportio 
The actual time expe 


it finding, we determined that the Administrator improperly 
$ $75,522 for officers” salaries for 1976 through 1979 as a 
fficers~ salaries directly (i.e. via the Direct Salary Ratio) 


For 1980, the Administrator had charged officers” salaries according 


ethod, but in his comments has stated that 1980 will he ad- 
Salary Ratio. Officers” salaries, by their very nature, 
assified as indirect charges and should have been allocated 
ough overhead [aistributed on a ratio of total overhead 

t costs (total costs less overhead costs)]. The Administra- 
is subdivided into three departments: Administrative, Con- 
Services. Mr. Jones, in his capacity as Chief Operating - 
€ business, should properly charge his salary to the Admin-~ 
ool since this pool collects costs which generally benefit 
on. Mrs. Jones, on the other hand, works primarily in the 
should properly be charged to the Controller overhead pool. 


#ing officers” salaries to overhead is appropriate and is 
throughout the cost accounting profession. Company officers 
ntify their efforts to any final cost objective since their 
riminately managing all lines of the company s business. 

with such officials should, therefore, be allocated to final 
basis thet is all encompassing and which equitably assigns 
iness of the company. 


the Direct Salary Ratio used by the Administrator is an 

r the distribution of officers” salaries. Direct salaries, 
avily weighted toward the FEP programs and, sherefore, would 
nate share of officers salaries to be charged to the FEP. 
nded by the officers in support of the FEP is considerably 


less than that derived from the proposed Direct Salary Ratio method. 


Approved For 


a 
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Recommended Corrective Action: 


We recommend that the Contracting Officer require the Administrator to credit 

PEP $75,522 (plus applicable overhead) for improper direct charges of officers” 
salaries on the next’ Annual Accounting Statements submitted by the administered 
Plans. - — o a os 


‘ 4. > Reapportionment Ratio Errors $9,078 


_ The Joseph E. Jones Agency uses 4 ratio of Federal program drafts to total pro- 
gram drafts to allocate costs of the Group Claims Division to its Federal and .*. 
Non-Federal segments. In 1977 and 1979, incorrect statistics were used in calcu* - 
lating the ratio. 7 pie: ae ye alee ag Te 


‘the draft count for the Non-Federal segment and theCGEHA-Active Line of business) 
-was improperly included in the Federal segment. In developing the-ratio~of Féed- 

eral program drafts to total program drafts for 1979 reapportionment allocations, 
the Administrator erroneously included GEHA-Active drafts in the Non-Federal seg- 
ment. Due to their special nature, GEHA-Active drafts should not be included 

in the draft counts. As a result FEP was overcharged $21,032 in 1977 and under- 

charged $11',954 in 1979. 


--Por 1977, the draft count for the "School" tine of business was not included inf 3 


- Questioned overhead resulting from the reapportionment ratio errors described 
ic above are included in Audit Finding A.9. (Overhead Adjustments). 


Administrator s Comments: 
fhe Administrator concurred with the audit finding. However, in computing the . 
amount of the finding, the Administrator eliminated costs questioned in findings. 
__. #k and #3 with, which they did not agree. 
Rees SNS eer oe 
TY Regvauended Corructive Action: 
We recommend that the Contracting Officer require the Administrator to credit 
“the appropriate FEP Special Reserves $9,078 (plus applicable overhead) in order 
© . to adjust 1977 and 1979 reapportionment charges to the proper amounts. 
: 


5. Depreciation Charges $5,732 


Our analysis of depreciation charges from 1976 through 1980 disclosed allocation 
errors in CY 1977 and 1979. In 1977, total depreciation charges were not adjusted 
for auto and boat depreciation before allocation to FEP- This error resulted in 
a $6,394 overcharge in 1977. In addition, FEP direct charges for depreciation 
expense in 1979 was understated by $661. 


Overhead adjustments resulting from the improper depreciation charges are in- 


cluded in Audit Finding A.9 (Overhead Adjustments). 


- 
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Administrator’s Comments: 


The Administrator concurred with the audit finding. 

Recommended Corrective Action: ae: 

We recommend that the Contracting Officer require the Administrator to credit 
FEP contracts administered with $5,733 (plus applicable overhead) on the next 
Annual Accounting Statements to adjust for the incorrect depreciation charges. 
Rent Allocations ee . $3,404 404 , 


In 1977, the Federal|/ Claims Division was directly charged $3,404 for rental 
charges that shculd have been directly charged to the Non-Federal Division. 


Overhead adjustments resulting from improper rent direct charges are includ- 
ed in Audit Finding A. 9 (Overhead Adjustments). 


Administrator's ponainnia 


The Administrator concurred with the audit finding. 


~~ 


Recommended Corrective Action: - 


We recommend that the Contracting Officer require the Administrator to credit 
the FEP contracts administered with $3,404 (plus applicable overhead) for in- 

apbropriate rent on the next Annual Accounting Statements submitted for the 
administered Plans. 


Legal and Accounting Charges $(1, 200) 


Direct sharges to FEP for legal and accounting in 1979 were understated, - 
$i, 200. | 


Appropriate overhead jadjustments for these undercharges to the FEP contracts 
is included in Audit |Finding A.9 (Overhead Adjustments). 


Administrator’s Comments: 


The Administrator concurred with the audit finding. 


Recommended Corrective Action: 


“ge: recommend that the Contracting Officer allow the Administrator te charge 


PEP contracts an additional $1,200 (plus applicable overhead) on The next 
Annual Accounting Statement submissions. 
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8. Inappropriate Overhead Charges 
a. Rent Allocation pone ne Gnelsay Bike oa 


In 1978, the Federal Claims Division was improperly allocated $908 of rentak 
charges as a result of including duplicate charges in the overhead expense ~~~ 


BOSS ote. pool. Accordingly, FEP contracts were overcharged a portion of the $903 


' charge in 1978. 
De Legal and Accounting Charges 


We determined that charges in the amount of $2,650 for the preparation of tig 
ane Mr. Jones” personal income tax returns were improperly included in legal 
and accounting charges for 1977. Accordingly, FEP Contracts were over- 
seeiic: . charged a portion of the $2,650 in 1977- 


In 1978, $1,950 in accounting fees for the dissolution and liquidation of 
..Joseph E. Jones, Inc. was improperly included in the total charges for 
‘egal and accounting fees allocated through overhead. The FPR*s (41 CFR 

. oh.’ A-15.205-23) provide that reorganization costs should not be charged 
to Government contracts, as follows: 


"Expenditures in connection with (a) planning or executing the 
organization or reorganization in the corporate structure of a 

- ‘business, including mergers and acquisitions, or (b) raising 

capital , are unallowable. Such expenditures include, but are 
not limited to , incorporation fees and costs of attorney, < | eae 
accountants, brokers, promoters and organizers, management 
consultants and investment counselors, whether or not 

ape oten Es "> employees of the contractor.” [41 CFR 1-15.205-23 | 


Pa 


For 1979, legal and accounting fees charged to overhead included unallowable 
charges totalling $2,100 resulting in an overcharge to FEP for a portion of 
the $2:200.° i ae eae ee ee 


Adjustments for these items are included in Audit Finding A.9 (Overhead Ad- 
justments). 


Administrator s Comments: . 
; The Administrator concurred with the audit finding. 
Recommended Corrective Action: | 
Since the items in this finding are the result of inappropriate ghacees to the 
overhead expense pool, implementation of the Recommended Corrective Action for 


Audit Finding A.9 (Overhead Adjustments) will result in proper adjustment for 
these items. 
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9. Overhead Adjustments ™ $182,901 


As a result of Audit Findings 1 through 8 (above), the following adjust- 
ments to FEP overhead are appropriate: 


Questioned 

Year Overhead 

- 1976 $ 13,446 ' 

1977 21,357 

1978 38 ,687 
1979 46,464 

ee 62,947 

...| Rotal $182,901 


Recommended Corrective Action: 


We recommend that the Contracting Officer require the Administrator to credit 
the appropriate FEP Special Reserves $182,901 on the next Annual Accounting 
Statement in order to adjust 1976 through 1980 overhead charges to the proper 


ee 
amounts. oe 


10. Financial Management 
t 


Our review of the Administrator’s system of financial management disclosed 

that procedures have not been established which provide for budgeting tech- 

niques or which provide for an independent audit of the financial records. 
a 


Administrative costs associated with the Administrator s Federal programs 
runs in excess of one million dollars annually and are considered to be 
significant enough to require proper financial management control. In 
this regard, the Administrator should prepare annual (at minimum) budgets 
of the major expense areas based on past experience and reasonable projec- 
sions of future activities. Actual performance during the year should be 
measured against the budgeted amounts and variances should be investigated 
on a monthly or quarterly basis. Budget preparation and execution is con- 
sidered to be a fundamental financial management tool which assists managers 
in controlling business expenditures and activities. To operate through 
»a contract cycle without any plan of action could result in the expenditure 
of FEP funds-for unnecessary purposes or could result in expenditures in 
excess of the celling Limitation. 
We believe that a system of budget preparation and execution is imperative 
for the proper financial management of the FEP. 


Since the OPH Audits Division audit cycle allows a substantial time between 
repeat audits of participants in the program, we believe that the Annual — 
- Accounting. Statements submitted to OPM should be avdited by an independent, 


- accounting firm, Such a requirement is necessary to insure consistency and 
accuracy of reporting costs to OPM and to insure that internal controls are 
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adequate and functioning properly. As above, we believe that administra- 
tive expenditures in excess of one million dollars annually represents 

a significant cost to the program and requires proper financial manage- 
ment. In addition, an independent audit of internal controls and other 
financial management techniques used to control the many millions of bene- . 
fit dollars paid annually is necessary. 


Administrator™s. Comments: ; 


"Maintaining a budget requires reliable information on which to base a pro~ 
jection. In the field of health benefits there are no reliable statistics 
available for use in ascertaining the number of persons that will become 
enrollees of a health plan for any given period. -*. 
ww 
"Since Administrative costs that are chargeable to the FEHB plans are audited 

on a monthly basis, it would be impractical and costly to both the Agency and > 
the Government to generate such an added expense.” uf a 2 


Audits Division™s Reply to Administrator™s Comments: 
“ 


Projections of health benefits dollars are actuarially determined and were 
not intended to be included in our recommendation. Our concern is for 

proper control and management of the more than one million dollars expended — 
_annmally for-administrative costs... we fos So 


The audit referred to in our finding is that of an independent audit done 
on an annual basis. Any internal audit performed by the Administrator 
(gither monthly or on some other cycle) should be continued but it is not 
a substitute for an independent audit performed by an outside, unrelated 
accounting firm. — : 


Recommended Corrective Action: | 
We recommend that the Contracting Officer require the Administrator tao 
establish more adequate financial management techniques in order to mon- 
itor FEP expenditures. We recommend that implementation of the two finan- 
cial management techniques referred to above (Budgeting and Independent 
Audit) be considered as minimum requirements for adequate financial manage- 
ment. | Ae oe _ ~ 


Sao 
CLAIMS PROCESSING 


. 
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2. Manual System; Association Benefit Plan (Retirees) 


Pod 


2 


The Administrator manually adjudicates clains for 
the Association Benefit Plan. Although these Plans 


on Mutuals automated PCA’ system. — 


are also underwriten by the Mutual of Omaha, they have not been put 


Our review of the claims processing policies and procedures of the man- 
‘ually adjudicated plans found the systems to be generally satisfactory 
And no significant deficiencies were noted. Two areas, however, as de- 
scribed below, are considered to be in need of improvement: 


a. In the application of R & C criteria, adjudicators apply a 
10 percent tolerance factor which permits full payments for 
elvis which ‘exceed R & C limits hy 10 nercent. 2: 

We believe that this practice is contrary to the R & C re- 

. quirements of the Contracts and results in claims experience 

being unnecessarily inflated. eT 


b. In the application of mental and nervous penefits, the Plan 
treats the initial hospital admission for a mental and nervous 
patient as a "medical" visit, not subject to mental and nervous 
: . limitations as provided in the Foreign Service Benefit Plan. 
‘It is.our opinion that the initial visit of a mental and 
nervous patient should be considered as a mental and ner- 


"- ‘yous benefit, subject to Plan benefit limitations. . 


» 


- : 
Recommendations: 


a. We recommend that the Administrator discontinue the practice 
of allowing a 10 percent tolerance factor to R & C determin- 
ations and that R & C criteria be considered as the maxinum 
amount payable on routine claims. 
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b. We recomnend that the Adwinistrator treat the initial hospital. 
‘ admission for mental and nervous patients as a mental and ner- 
vous benefit, subject to mental and nervous limitations. 


Adwministrator’s Comments: 


a a ae ne tne ete 


"The Administrator does not agree with the recommendations. 


on 


% 
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Cc A- . 
 ROTAL, _quastTonED CHARGES - JOSEPH E. JONES AGENCY 


Adjustments are ‘required aor: one amounts ppnow above on the next Anaual, Accounting ‘ 


Statements. a 


Additional ar aaatneita ‘are 


‘Year Charged in Annual Accounting Statement 


AUDIT 
FINDINGS 1976 1977 1978 1979 1980 
Administrative Expenses ‘ 
1. Management Fees — $56,467 $100,359 $92,651 $140,206 $151,990” 
2. Rent versus Ownership TT2 10,548 1,702 © = . - a 
3. Officers™ Salaries 14,947 22,079 15,328 23,168 - 
4. Reapportionment “6A. ae 
Ratio Errors - 21,032 - (11,954) = 
5. Depreciation Charges - 6,394 = - (661) = 
6. Rent Allocations a 3,404 - - P 7 
“7. Legal ana iesointine 
oe Charges nites - - - (4,200) oe 
“8. Cnappeourtate Overhead . 
Charges - - - ~ - 
9. Overhead Adjustments | — vere 13.4 6 21,597 (38,687 46,464 mach + 62,947 
TOTAL _ $83) 632 $185, 173 ae: 368 3196, 023 $214, 231 


Ros 


-25- 
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TOTAL 


$541 ,673 
13,022 


° "15 ry 522 


' 9,078 


5,733 
3 404 


(4,200) 


182,901 


$830,133 


5 equiva’. for lost investment income on all findings computed 
to date fance are returned to FEP.:° 


64R000200090001-6 


ASSOCIATION BENEFIT PLAN 


Year Charged in Annual Accounting Statement 


sting 0 Pa ee Lae de Seb? cae he. a; MES 
FINDINGS — ws XE 1976 1977 1978 1979 1980 Total 


Administrative Expenses 
1. Management Fees —=«»s« $5,494 ~«=—=«=«85,259 $18,642 $25,826 «$27,206 ~—=— $82, 427 
2. Rent versus Ownership -_ 15 7 + 553 | ~ 342 ir _ ee rm - .* 970 
5. Officers” Salaries 1,454 1,157 3,084 4,268 9,963 


4. Reapportionment 


Ratio Errors ie ere ie) Ae, 202) = (1,100) 


5. Depreciation Charges vee ae or 355. Sane on (22) sai ge 213 
6. Rent Allocations . = - 17% ~~ = : “ 178 


ve Legal and ee a aos ets gee oe te Cee. ee 
“Charges = ea art a a Cae (221) eo ~ (221) 0 


8.9 Overhead isd ua tnenis 2,308 = 1,119 7,184 -. 8 8539 - 11,268 30 ,038 


th 


TOTALY = $8,352 $9,705 $29,852 "$36,108 108 38.414 $122,468 


Adjustments are-required for the. amounts shown ‘above on ‘the next Annual, Aeeouutind 
Statement. _ te ee ee eee ee op Melt . , 


Additional ‘adjustments are required for Lost investment tincome « on all findings computed ; 
to dete fur Weare returned to Se Ay mol 


ns - : oe 7 . “Sit Pr 
EE he to 
. : = 
a. “s 
ae ~ Be 
ae i : “ Cea 
$e oo 
( " i oP ae ae 
€ bakery : 
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’ 


Mr. Kevin J. Burns 

U.S. Office of Personnel Management ; : . 
Assistant Director for Insurance Programs 
Washington, D. C. 20415. ° 


. pe ee RE: Comments on Draft of Audit Report 
: No. 82-E 003-D, dated March 16, 1982 


Dear Mr. Burns: 7 : : | 


This is in reply to your letter dated March 16, 1982, which was received on 
April 14, 1982, requesting our comments on the draft of your audit report 
relative to our operations under the Federal Employees Health Benefits Program 


for the Calendar years 1976 through 1980. Ls 


Our comments appear under ENCLOSURE-1 in the same sequence as the findings 
on pages 6 through 13 of the audit report and are supported by EXHIBITS and 
Schedules under ENCLOSURES~2 through 5, | . 


.. Should you have any questions on this matter, please do not hesitate to call me. 


Sincerely, 


ei ety hh Sy . Harris W. Havard 
i Comptroller 
HWH: bmw - 


t ah ihe 


“a: 


- FENCLS: (1) Comments on Draft of Audit Report 
- 2) EXHIBIT~A, Prior Year Adjustments 
_ (3) EXHIBIT-B, Allocation of Prior Year Adjustments 
(4) EXHIBIT-C, Statement of Over and Under Charges 
(5) Schedules-12:00 R (1976 through 1980) Adjustments ~ 
to Administrative Cosis_ mot ee 


ae en 4 ac rn ae 


a) fs . “e . * 


Affiliated Companies: United of Omaha ® Omaha Indemnity ™ Companion Life Insurance Company 
® Omaha Financiat Life Insurance Company ® Tele-Trip Company ® Constitution Insurance Companyof : =" 
Cariada ® Mutual of Omaha Fund Management Company, sponsor of Mutual of Omahz Funds 
£ ae he ey 


Pe See 
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Address all correspondence to E A MOYLE CLU Assistant Manager 
HOW HAVARD, Compiratict 


elease 200G108/ JOC her D RGE-O0S64ROAGANPRAB ORME 
‘ Mss olen OG 90008 om 3 ANDERSON, Adminisiratieg Assistant 
Pone (262) 797-6700 JC. WILFERT. PoticinSermce 


People yougancounten...  — - me 


=» 


hittined Compomtes: OS 


United of Omaha ® Omaha Indemnity # Companion Life Insurance Company ® Omaha Financial Life Insurance Company , 


Y 


- - June il, 1982 


U.S. Office of Personnel Management 
Assistant Director for Insurance Programs . ( 
Washington, D.C. 20415 


ATTN: Mr. Kevin J. Burns; 


RE: Comments on Draft of Audit Report No. 82-E 003-D, 
dated March 16. 1982. 


Dear Mr. Burns: 
e 

This is in reply to your letter dated March 16. 1982 
requesting our comments on the draft of your audit report 
relative to our operations under the Federal Employees 
Health Benefits Program for the Calendar years 1976 thru 
1980. 

f ‘ 
Our comments appear under ENCLOSURE~1 in the same sequence 
as the findings on pages 6 thru 13 of the audit report and 
are supported by EXHIBITS and Schedules under ENCLOSURES-2 
thru 5. 


Should you have any questions on this matter. please do not. 
hesitate to call me. 


: Sincerely, 


; . HARRIS W.. HAVARD 
“ie Comptroller 

5-ENCLS. (1) Comments on Draft of Audit Report. 
(2) EXHIBIT-A, Prior Year Adjustments. . . 
(3) EXHIBIT-B, Allocation of Prior Year Adjustments. 
(4) EXHIBIT-C. Statement of Over & Under Charges. 
(5) Schedules-12:00 R (1976 thru 1980) Adjustments. 

-3, - to Administrative Costs. 


ae q: as 
a le i ee ec ~ 


CORR a A ee 


& Ycle-Trip Company # Mutual of Omaha Fund Management Company, sponsor of Mutual of Omaha Funds 
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COMMENTS ‘ON AUDIT REPORT NO. 82 003 - D, DATED MARCH 982 


Pie iar Ad NN ane Ee SE 
1. MANAGEMENT FEE _ | $541,673 


The finding under this item is unacceptable and no adjustment is 
necessary for the reasons given in the following paragraphs. 


The auditors misinterpreted the intent and effect of Mr. Andrew 
Ruddéock's letters that were addressed to representatives of the 

Federal Employees ‘Health Benefits Plans (FEHBP) administered by 

the Joseph’E. Jones Agency-herinafter referred to as the Agency. =. 
(Attachment | No. 1). wo 


The. purpose of Mr. uddock's peekay was to eliminate the method 

of paying for services on the basis of a percentage of premiums; 
and, to adopt the system of paying for the actual costs incurred 
in servicing the FEHBP. It was not expected, as the report states, 
thet “savings” would accrue by eliminating “commissions” on the 
basis of services performed. This concept is neither mentioned in 
Mr. Ruddock's letter nor would it be proper not to pay for the 
necessary services. performed on behalf of the FEHBP simply because 
the auditors believe a savings would accrue if "commissions" were 
eliminated. 


prior to “1974, the "commissions" received by the Agency were for 
the necessary services performed in administering the FEHBP. This 
is evident from the letters addressed to Mr. Ruddock by representa~ 
tives of the FEHBP (Amexican Federation of Government Employees) 
(APGE) and (Government Employees Health Association) (GEHA). Both 
‘letters ‘clearly state that; necessary — services are performed for 
“commissions” received by the Agency “(attachients 2 & 3)- 


" hese jetvers ‘show that! the sponsoring Sganivavions: and the Agency 
,hadeno objection to the elimination of the method of paying for 
services on thé basis of premiums » providing payment was made on 
«the basis of actual and necessary costs incurred in servicing the 
* FEHBP, This. is precisely the intent of Mr. pases = Bette 

“Ane Rechae ates) =r re. a ASS en dh Ge. ely re t. oa 


ENCLOSURE ‘NO. 1 Sheet l of 4 
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coments On AUDIT REPORT No. B2 - 003 - 'D, DATED MARCH 16, 1982 


Next to the dast paragraph of his letter, Mr. Ruddock: states that: 
“with respect to the agent's commission, we are eva. 
the (sponsoring organizatipn) is inclined to agree _ + 
i with us that the cost of his services should be paid 
out of the administrative. se Pones prt eNaeee Or | 
_ insurance enarye ne eta 


The actual expenses iacureee ‘for identifiable services, 
whether performed by the agent or underwriter, ‘which are 
necessary to the administration of the contract and policy 
would be valid charge to the administrative expense 
allowance. itemphee+s aaa 


The Management Fee charged by the Agency was in payment for 


“necessary services performed by the Agency in administering the _ 


FEHBP contract and policy and is an Br owebie charge under the 
Federal Procurement Reese CeOne's ; 

f. ad “ ml. ma “8 
This *fee does not popeGpent a "profit", therefore, we disagree 
with the audit report in that a subcontractor must provide nt 
services at cost without a provision for a.profit.-.There is. . 
nothing in the Federal Procurement Regulations. {41 C.F.R:i, Part 
1-15) specifying such a restriction under which no sensible 
subcontractor would ‘agree to operate. 


v¥ 


A reasonable “profit” pmade-by the Jones Agency, as a subcontractor, 
should not be included in the service charge payable to the under- 
writer... It would be tantamount to require a subcontractor who 
sppplies. any service to the prime. contractor to forego a reasonable 
profit as part of his charge because the prime. contractor is 


‘entitled to a,service charge or profit. _ ‘This is an impractical 


notion and the audit report . does not point to any Federal Procure- 
ment Regulations specifying such a restriction. In fact, 41C.F.R., 


(1-15(£) ‘specifically refers to payments to subcontractors and 
‘authorizes costs as an allowable charge to the contract to the - 


extent that the allowance is consistent’ with the relevant, subparts 
of Part. a-15. ae a ; 


The Management Fee is for services proviada by ‘the Agency, in 


- administering’ the FEHBP;.therefore,' we, disagree with the suggestion , 
that .the services of the subcontractors must be approved in advance - 
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LATE: 


by OPM and ‘recognized by the prime contract. While there was no 
reference in the prime contract concerning the services to be 
provided by the Agency, OPM was well aware that such services were 


performed and knows that payrient is due on a quantum meruit basis. 


At the auditor's request during their examination of the Agency's 
operations for 1974 and 1975, a revised method of accounting for 
the Agency's costs chargeable to the FEHB Plansffor 1974 and 1975 
(including a Management Fee) was submitted to OPM's audit staff on 
November 18, 1977, for approval. Neither an acknowledgement of 
their approval or disapproval was ever received by this Agency. 


In January of 1979, we again submitted our worksheets for 1974 
through 1978 to OPM’s audit staff for review and approval. The 
audit staff, at the time,raised no questions concerning either 
the system or the amounts, including the Management Fee. 


The Management Fee has been the subject of negotiation between 
the Jones Agency, the contractor, and the contracting officer... 


In January of 1981, representatives of OPM suggested that we submit 
a comparative statement of costs for 1974 and 1975 to OPM showing 
the PEH# Plans' total costs reduced by the Management Fee and 
officers salaries; and, increasing the balance by 10 percent. In 
response to this’ request a comparative statement of costs for 1974 
through 1979 was presented -to OPN staff for discussion and comment. 
(Attachment~4). sa a ee c : . te, 


On February 5, 1981, Mr. ‘Kevin J. Burns of OPM, (the contracting 
officer accepted the concept of charging a Managemént Fee to the 
FENSP for 1974/1975). (Attachmént-5). Since the Management Fee 
was allowable in 1974/1975, it follows that it should also be 
alléwable for ensuing periods. me 

Althovigh the audit report only questions the propriety but not the 
reasonableness of the Management Fee, we are prepared to defend.the 
latter as a necessary cost for the proper administration of the 


FEHBP. 
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yn summary, the Management Fee should be allowed because: 


$t is a reasonable and necessary cost of administering 
the FEHB Plans; x 


- it was allowed by the contracting officer for 1974/1975; 


the audit report neither substantiates its findings nor 
provides any reference to provisions of the Federal aye 
Procurement Regulations in its support; 


No questions were raised by OPM’s staff on this matter 
and this led us to believe that there was an advanced 
agreement on the propriety of the Management Fee and 
the method for its computation under C.F.R. 15.107; -and, 


We believe that representatives of. OPM had ample time 
to address the matter in 1977 when an agreement could 
have been reached to resolve the problem prior to the 
release of. subsequent Annual Accounting Statements. 
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Mr. Clyde M, Webber, Nationa! President 
American Federation of Government Employees 
1325 Massachusetts Avenue, N.W. i 
Washington, D. C. 20005 


Dear Mr, Webber: 3 


ce ay _ . UNITED STATES CIVIL SERVICE COMMISSION mar ay rise one 
| fs : 4 F RETIREMENT, JNSURAN - 
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This refers to my letter of June 23, 1972, and Mre Griner's reply of 
' August 21, 1972, relating to the risk charce an 


d commission provisions 


‘contained in the contract between the Anerican Federation of Government. 
‘Employees and the United Stares’ Civil Service Commission, We have, in | 
‘this connection, carefully considered his ‘Yette 


r, the letter of Nr. A, 


W. Randall dated August 8, 1972, and the letter of Nr, Joseph E, Jones _ 


dated July 12, 1972... - 

We appreciate your and your underwriter's avree 
"risk<charge" to “insurance charge" and the amo 
sun.iv The term “insurance charge" is acceptable 
charge of $108,500 fur 1973 proposed by the und 
letter of June 23,-1972, we noted that the Comm 
charge to be a lower amount~than in 1972 and pr 


ment to chanpe the term 
unt thereof to a flat 
tous but the flat-sum 
erwriter is not. In our 
ission expécts this 
oposed a charge for 1973 


of $50,000. In:view of the justification for the charge contained in 
your underwriter's letter of August %, 1972, we'now counterpropose a 


flat charge of $86,400 for 1973. This is a 10% reduction from the 
"estimated $96,000 charge, for, 1972, _e ae ae 


* With respect to the arent's commission, we are. 


to agree withtus that the cost of his services 

the administrative expense allowance or insvran 
expenses incurred for identifiable services, wh 
agent or ufderwriter, which are necessary to th 
the contract: and policy would be-a.wvalid charse 


for a percentage Commission, which increases as 
and bears no necessary relationship to the valv 


. 
ar 


glad the AFGE is inclined 
should he paid out of . 
ce charge,” The actual 
ether performed by the 

e administration of 

to ‘the administrative 


.expense allowance, After 12 years, we see Very little justification 


tota) premium increases 
2 of the ayent's services, 


. Our present intention, ‘thdréfore, is to eliminate the mayment of a 


v 


v 
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ommission’ as @ charge against our contract tor 1974. To Rive you, vour 
underwriter and agent time to acconuaodate to elimination of rhe somos s- 
sion, we are agreeable to contracting for a flat-sum commission payment 
- for 1973 equal to the amount of the commission in 1972, : 
We would eppreciate your prompt apreement to the proposals on ‘the 
insurance charge and commission in this letter so we may proceed to 
amend our contract for 1973. 


er Sincerely yours, ; 


~? . ° ; . oe Pe F 
a . LO yal aged a fi at Te aff 
Andrew E, Ruddock 
Director 


ArTAaCW- bed 
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ue 


* “WASHINGTON, D.C. 20001 & & 


Binion 


i REPLY PLEASE REFER YO; 
5/56 


Bre Andrew £. Ruddock, Diractor . 
Bureau of Retiremont, tnsurance, and : ae een 
: Occupational Haalth — . 
Ue. S. Civil Service Comnisston 
Veshington, Be Co 20415 


Scar Mre Ruddacks 


“a - . 
As requested tn your letter of June 23, 1972, wa have consulted with cur 
underuriter, the Mutual of Omaha Insurance Company, in connection with | 
the risk charge which ts currently atatest tn fantrast Mer INES Beene 


tha Ae Saks ae fnrvicn Sresalec le stot ihe Soreotecn Tes 


ment Exployoen aS 163% of total “subscription chargea for tho contract 
teria, aw ar a = art 


aie, 


t em attaching & copy Of a letter recefved from Mre As ¥, Randall, 
Executive Vice President of the Mutual of Qmaha Insurance Company, {1 
thich hs outlines the purpose of the risk charge and the reasons that 
the risk charge for the AFGE Health Benefit Plan would bo considored 
binimal fn relationship to the risk cherce m2 to eromerrtal elebe; 


Hre. Randall has fndfcated thet he {9 aqrezable to a chang: fn tarminslesy 
from “risk charge to “Insurance charge’, Ne has also indicated their 
tiilingness to stete this Mnsurance charge" as a flat dollar amount to 
bo negotiated at the time the rate hegotiations are made each years 


. You will mote that Mr. Randal? has responded to your reqiest that tho 
Tiat-suen cherge for the 1973 contract year be sot at $50,000 sth 2 
counter:proposal that due to the negative balance in the special reserva 
eccount for the AFGE Pion as of December 33, 1971 ecunting te $975,052 

that the flot-sum cherge for 1973 be sat at $108, 500. mt 


¢. * ne ¥: 
y Le ceikis = Eee ta Wee: aoe Mee : .. 
> = ee 
ye Wt eS See aS 
tears ary = an} 


we i 


DEORE Db a sen oles 


"TO DO FOR ALL THAT WHICH NORE CAH DO FOR KIMSELE e 


7 
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ret. 


_ | The, AFGE Heal th Beaadd BoP ete eas 2806/DSPAE! 61 AHISA SO: 084000 20000000 -6 
: balance as of Appraped For helene Boeri Bi premium proposals, because 
Of Price Comtssion policy, did not {nclude any factor for reccupment of 
e deficit. in the special reserve Icvel. -In. addition, our rate negotia- 
tions with ‘the Mutual of Guana Insurance Camany, which had been concluded 
prior to the recefpt of your letter of June 23, 1972, were based on the | 
assumption that there would be no change in tho 1.3% risk charge wich 
appeared {n our contract for 1972. Cer ee ie 


Under wo ctreumstances wil] we negotiate a flat sum "{nsurance charge" 
“with the Mutual of Onzha Mmsurance Company witch will be in excess of 
the current 1.32 risk charge. Should the proposed fiat collar amount 
of $108,500 for 1973 nrave to be tn excess of the tee aerate le. 
actual aucunt of the subscription charges have been determined for 1973, 
this factor will be taken into cons{deration tn future negotiations. 


oo 


Based on the current estimate for 1973 subscription charges, tt would not eee 


oppear that the figure of $108,500 wil? exceed the 1.3% guideline. 


With reference to the commission allowance of 0.38% of prenfum, we are 
attaching a copy of the justificetion for this commission aVowance re~ 
cuived from rire Joseph &. Jones, General Agent for the Rutual of Omaha 
Insurance Company fn the Washington Metropolitan Area. Definite services 
on an adninistrative and consultation basis are provided to the AFGE 
Realth Benefit Plan by Kr. Joseph E. Jones, but we are inclined to agrea 
fowith you that payment for such services should be a matter between the 
furdal oF Unana insurance Company's Home Office ont Mel Janne and cheat 
be paid tor out of the underwriter's administrative allowance or Insurance 


chergo, tather than as a stated commission allowances. __ 


2 | 7 
Should you recutra any-addi t for 


: bein, aby “(SZ Lite ee 

v3 A Je Fe Griner - 97 te 0 ove 

: National President ; 
Enclosure Foe : 7 ~ iG = 
¥ , : 8 : . 

ao : ae Hee aye “8 
: “ 7 ; t r 
¢et Hopped Comsay 9 7 ; 


eoseph E. Jones Me att ; 
i ‘y a Te a , 
fs ot rys 
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Me, Andrew ik. Ruddetk, Director 

Buseaa of Rotivement, Insurance 
end Occrpaticasnl Health 

U. S. Civit Service Coxmralonion 

Washington, D. CC. 204635 


Dear Mr. Auddock: is a 3 3 


- . Ja my xoeoting with you oa 4 December 2972, I ralscd tha matter : 
of the agest's commission discussed is poragrash 3 of your lotta of 16 
Noven.bar 197Z, J reperted that Mr. Jones performs a sorioa ef apaclar - 
norvicos notosanry for pecurity ressers which hag led us to conclude i 
that ha io eativied to compensation beyond that which Io approved for ad~ — 
mainiatrative expanses, Based on my conversations with you, 1 would likes 
to pebrnlt the following ee to ne tino otated tn — lettor 
cf 10 Rerepes 1972. 


cae 


Wo wt Alocostinns the aceite comeatasien a3 puch 


“ Instoad, } propose that you approve the sux of $7,000 ia Hou 
eae ef réimburszement on my certification that this amount proparly 
po ' componssies Mr. Jonea for certain sorvicoa cf o secur arity nature 
* _ which he performs for our Plas, ; en, + 


Bocause ef cocurtty considoraticus, Usase services canact be 

documonted for examination dering your normal audle of cur Plan's 

~ expenses, but I will retain In my aflfice fer your review ot any the 
bd detatied list of such sarvices. We will boar ths raspesaslbiiity for 
continually reviewing these nervicos reatered by Mr. Jono to cur 
Pian to ensare that centinnation of the payment of $7,000 as axpanses 
io justifiod. At any time that ews optinsata thesg worvicos ot losis tha. 
$7,000, I will 50 report to you, 


ae | We wil taatruct Bur. Jonas to charge cut Pina for time ant axpansca 
ts buppiylnz.cvers suppext ta us. The spsetial sarvices dsacribed above 
' wil be these that cannot normally bo decumented and Meted as expraasas,. 


o 


; bs ° , ie eee | “ ~~ , = 4 2 ° ® . 
| mmm BF eg wy 
nee ig ; ee ee | ™ este 
t » : : 
fe i 
z & 
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a 


wees We have been intormec Dy tn® underwriter that it wll not object to 
‘ ' your counterproposzal te establish a flat Insurance charge ef $69, 300. 
: Approved For Release 2006/02/10 : CIA-RDP86- 00964R000200090001-6 
I eball awalt your approval of my ke aaa in paragraph cae above 
x batere taking aay further actioa, 


Pers: Very trwy yours, 


” STAT 
- an, . . President : 
STAT pp/Persf a 
Distribution: ; =e 
Orig & 1 + Adse a 
ox= Mr. Jos. Jones 
1 - C/BSD 
1 -~ DD/Pers/SP 
! 
. 7 
: e. " : 
° ai : a 
| : ees 
ITPA 6 28.3” oH 
| ; ee a ee ee 
e " . ee t. 
Seed : c. ee ee 
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Januany 26, 1961 | " ° 


Ain. George M. Hacthonter 

Empfoyees Organization Plan's Division . 
Office of Personnel Management : : . = 
P.O Box .707 

Washington, D. C. 20044 


jee’. RES oc RE: 1974 € 1975 Administration Expense ‘ 
of Joseph FE. Jones Agency 
Dear Nr. Macwhorter: . 
In response to your inquiry during your meetings with Mr. Havard and 
Mn. Katon, I am enclosing the expenses for 1974 and 1975 with the Management 
Fees and Ossicers Salaries allocated to the four Plans. 
Tan hope sul that this matter can be resolved in the near future. - | 
: OO Oo Sincerely, , 
. 7 
Mies —- Joseph E. Jones ; 
. eae Genenak Agent 8 
JEJ:bme | my he é > Nee i Oo 4 : “se 
® 
. Enclosure ; ; 
‘ . o~ e » iy & e = a - 
acme 7 foountang. 
LPO OCR We F. /- : ' . - oe ie ih Wes . f< _ 5 
< a a eae aath wis caery: « F 
_AMilitioted CosapantesS ct gy) oss el J Pn cht Reet, | eee ee 
“United of Omsha B Omaha Indemnity @ Companion Life Insurance Company ® Omaha Financial Life Insuzance Company 
® Tele-Isip Company ® Mutual of .Omaha Fund Management Company. sponsor of Mutual of Ornaha Funds 
EP gins ae stl a : 
i LO , “4. ; ; 
if as 
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\ JOSEPH” & JONES AGENCY ; 
FEDERAL EXPLOYERS YEALTR BENEFITS PLANS ' 
Review and Analysis of Agent's PRelmbursements 
For the Calendar Years Baded Decegher 31, 1974 - 1979 
roposed revision to the method of charset “the Plens for services of the Agent 


C56, : | ae 
—sm0E —jTSea. GEHA _ MAPFE | Total ECE _APSPA_ SERA EE 
7 : 4 y Fe GS. 9 x5 ne 
Allocation Factors ‘ 42, = re pts AWA 8 100,00 Es 
2,\|Criginal Charges - Total 182 357 $ 118 162 81 $ 8 742 fi 411 064 $1 i oe Bis 93 = a mee = 
3, |LESS: Usregenent Fee Charged to Flans 32 607 «=—-13 &1 9 ce bs ae a fe 4 212 een 38 3 200 A £49 


Cfficers' Salaries Charged to Plans 
’ Balance 
Profit Allowazce Proposed (10% Y Line 4) 


127 2.157 36 4Cl 
Fuss te F182 477 F z re 536 a7 Fie? 342 
148 863 ee am 8143 7 687) sl, 725 
mes m0 1.042 265 32 256 


20 at zi fx sl2 reg sae 2% 


17.439 7426 
378 022 $ 161 090 rte at te § i333 
37°802 16109. 10 %6 7318 . 4029 
officer's Salary Proposed - 


2 @&1 3$83 2.262 1 432 
Redeteraited Charges cai Fis sso EIT 6s (ee tal Fas eo Hesse 
Overhead Patio {$) } 


Pate ee ee ee 
A See Pou 9 78 A. Soeuees, 


1, lAllocation ?actors (£) 29 7 oe 100,00 82.67 27,21 012 
2. loriginal Charges - Totsl 488 85 $ 1% 104 $179 8 — 761 ae a 855 168 F449 903 § 226 266 Fite 2x § 2 39 
3.|LESS: Management Pee Charsed to Plens 33 345 12 281 9 887 6 oe 4 gi a = ee 800 25 210 = &1 - 


Officer's Salary. charged | to Plans 8073 4 47h CBs 


26.712 2838 79eQ eee 
S428 748 $ 171 985 § 115 8al ieee F PS ries Fe eS fe pure Pe 


4, Balance . 
3 Profit Allowance Proposed (log X Line 4y 42875 = 17 a 11 588 8 605. i 483 is igs 2 es 39 Bee 15 §23 23 
Officer's Salary Proposed 24.100 4.181 2.750 2 4. 2 
7. \Redetersined Charges if 485 723 ei F731 650 £77 405 Ce real | £3 en 222 Fal 215 $7221 "$32 
Overhead Ratio (£) : eg 
heh ——— a 


Allocation Pactors 
Original Charges «= Total 


100 0: 


S792 353 F ts ss at ee Ss Ges ei £35 SE ee 


3. |LESS: Management Fee Charged to Plena 56467 13 bes wel : ne = ae 0 oes ee a 32 a3 a 
Officers''Salaries Charged te Plans 11 | U7 Frs 23 £54 __ 7 8931 __ 23.) - 2. wo tO, wen 
4e| Balance “720 938 F173 582 $93 227 § a See ere 25-209 FF 12 F290 292 Fee? § = 
= Profit Allowance Proposed (10% X Line 4) T20% 17 es 9 323 : peel ee 029 a eit 23 ae 19 ne - 
-/Officor's Salary Propesed 2 15 300 : 2.010 fren 
7. |Redeternined Charges $ 808 332 Fis, 3 Tae i632 FIBA S69 104 560 EVIE Hr foe #221 06 i 30 704 ils a2 Le mx a eres $258 893 258 893 £2i8 238. 409 09 


Overhead Ratio (%) pare 


8 _aelé mnhs wae +7) eee eiieonar aes 
_ Y Excludes Overhead : : : 
‘ 2/ Based Upon Yaxinun Federal Insurance Contribution (rca) - ot 
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. i : ‘ SRP SO ES Paes ‘Ne 


era ko pone ee ee ee: 


REBUY FEM REO LOIN! CRENBESE BoseANGodduaHoGOY 6 


COMMENTS ON AUDIT REPORT NO, 82 - 003 ~ D, DATED MARCH 16, 1982 
a ’ es = . : 
2. RENT vs OWNERSHIP = 2 tee, eee ae GanOaa yer en 


“~~. iuphe’ finding under this item is accepted which; together’ with ~~ 
an adjusted overhead credit of $ 4 304, will be included with our 
- Annual Accounting Statement for 1982 as-a prior year adjustment ~>-— 


(decrease). Me ee fe an Adjusted _ 
Aa! Se ‘Direct | Overhead -igtad A ee ee 
Pea 5) 7 Years... +Overcharge _ Charged «." Overcharge ~ . -*. 


1976 ——ts«S (L772) $C 163) ~  $( 935) 
1977. (lo 548) (2198) (12: 746) 
1978 > (1.702) _(1-943) - _( 3 645) pacts 


“POTALS 
——— ke 


- _ 3.,OFFICERS SALARIES - : oe oo. AS 75 522) 
; ¥ : 
Our reply to your Informal Inquiry No. 11, dated 11/18/81 
;. was. in error; officers salaries should have been apportioned on 
the basis of the Direct Salaries Method which is acceptable under ~ 
the principles of cost accounting adopted by this Agency as of- oS 
1974. This method not only relates management's dollars to those -~_ 
of production, but also maintains consistency ~ which is a funda- 
mental cequirement spécified by the Federal Procurement Regulations.~~ 
‘ - - se Fe , eae > : ; © ’ Serr ts . wwe 
: In recognition of the above comment, officers salaries for — 
: 1980 were adjysted on the basis of Direct. Salaries Ratios. This__ 
produced an undercharge of $30 946 which, together with an adjusted 
* overhead credit, credit of $ 22 424, will be included with our _. 
Annual Accounting Statement for 1982 as a prior year's adjustment “*- 
aes of > .8 522. (increase) a : “4 “ oe Sos. . pe ae 28 oes 
2 pxnrpr te & Schedule~12:00 ‘for 1980 (ENCLS. 4 & 5) ue Le es 
de a VM ced ad A re oe ne i wai ts 7 oe in 40h Pa 
~ one ee ara ea Giaes Be . 7 cree 
: cite teense Creede ie . Fas a Ee hg OP | : . . - | 3 > 
a ne ee Ge ana fe la) eer ee ee | See oe 
ENCLOSURE NO." 1: Sheet 2 of ' 5: 
free Gal 3 ain 4: > Suen eae ae . Ae heres 8 eee 
pv: pa i apa is Sea apt. RO ere ee Ee a : 
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COMMENTS ON’ AUDIT REPORT NO. 82 - 003 - D, DATED MARCH 16, \1982 


a 


—_————4 


Jee RoE: Ws 


4 : REAPPORTIONMENT- mee atte alk VS htt Ses ac a= most - { $ = 9 978). eT 
Sieteer Wer meee or deetlodirr SeLll cate oneres: lr ei ogeieses? 


There-is ‘no way to determine © from “the audit report.whether - 
this finding is correct. Our computation produced an overcharge of 
$ 4 171 which wi}l be included in our Annual Accounting Statement — 
for 1982“as prigr years* adjustments (decrease). ; 


nom meee 


yr steed? tet oppsoee: dp the eric of ELSE fee tee --2:Total.. . » 
re MN ra te ae. retarDireet :rerccerl: ircines: (Over) _ ‘e~ 
weit - .*Reapport- Adjusted ~. --Under - 


‘Years -"°- ---* | 27 donment_ _Overhead Charge _ 


Be MOTI Le ee 2 8 C17 303) $03,605) | § (20 908) © 


ra] 


* Bs Seal ; 

a eS) Se sea ety Zs atte. Pps gS. “at ‘ni 
ars: BUT GEM ae Fe 

e 


ee as 
ssh a eee hee 


ne SEP REROTO et tHe wpewenee—-98 -D1B-. --- 519- - +16 737 
2 : T2285 218 2d 519 6 737 


neces 
ST ca eabererene geo octre tte ot 


TOTALS... ${ 2.085) $( 2.086) $( 4371) — 
Se bo. EBMNe|e Tt. SSS 


EXHIBIT-C & Schedules-12:00 R for 1977. &.1979 (ENCES. 4&5) | 
a ake ete “3 Dott lene took: 


Bea St 


ae ie Reber eet pee ee : Let BIE Ses SS = > 


6. DEBRECTARION. — (8 Be ar ets eee cl oar ($6394) 


. Sako vece te Be ree eae ‘ = 
ag AA SFE Si ie, Re ere eee « : < sae a 


Sek wes bere 


The finding undef “this item is accepted which, together with an 
adjusted overhead credit of $ 1 332, will be included with our Annual 
Accounting Statement for 1982 as a prior year's adjustment (decrease). 


Ppirect Overcharge ($ 6 394) 
‘ Adjusted Overhead (1 332) 
Ae Total overcharge  ($ 7726). 


EXHIBIT=C. & Schedule-12:00 for 1977 (ENCLS. 4 & 5) 


| 6. RENT-REAPPORTIONMENT: =-- - ot wen ete 


($3 404) 


adjusted overhead credit of $ 709, will be included with our Annual | 
Accounting Statement for 1982 as a prior year adjustment - (decrease). 


- pirect Overcharge ($ 3 404) 

Adjusted Overhead ( 709) 

so Total Overchdrge ($ 4 113) 
———————————— SS a : “ 

EXHIBIT-C & Schedule-12:00R for 1977 (ENCLS. 4 & 5) ' 


ee ne 


ENCLOSURE NO. 1 Sheet3 of 5 
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JOSEPH BE. JUN ED A LBENEC YX 
FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FEHBP) 
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; _ COMMENTS» ON AUDIT REPORT NO. 82 - 003 - D, DATED MARCH 16, 1982 


a 


Ve ’ LEGAL & ACCOUR TING | $ 1 200 


The finding unaet this item is eeseptia and, together with an 
adjusted charge for overhead of $ 120, will be included with our 
Annual Accounting Statement for 1982 as a prio year's adjustment 
(increase) 


Direct: Undercharge $ 1 200 te: 
Adjusted Overhead 120 w 
Total Undercharge $ 1 320 


bed SA 


EXHIBIT-£ & Schedule-12: :00R for 1979 eneree 4&5) 


7a;. POSTAGE: oie. shy ge $2 355) 

; This item was introduced by your auditors but does not appear 
_ ain the report; nevertheless, it will be included with our Annual 
---Recounting Statement for 1982 as a prior year adjustment (increase). 


Pe pirect Undercharge $ 2 355 
ay. ee Adjusted Overhead (1_ 706) 
Total Undercharge S$ 649 


EXHIBIT~C & Schedule-12:00R for 1979 (ENCLS. 4 & 5) 


ENCLOSURE NO. 1 Sheet 4 of 5 
6/11/82 . 
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° JOSEPH  €E. SONES AGENCY 
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COMMENTS ON AUDIT REPORT NO. 62 - 003 - D, DATED MARCH. 16, 1982 


ee 


"8. INAPPROPRIATE OVERHEAD CHARGES - 


a. Rent Allocation C2 908 


The ‘Finding under this item is ere and was Swasaseea by 
reducing the total overhead, recomputing the overhead ratio and 
applying it to the total costs chergeebie to each. cost center Pee 
=SNCh: 5 for 1978) ae. 


oye 


b. Legal & Accounting cinegaae 


The following findings under this sub-item are acceptable 
and will be treated in the’ Same: manner as Item 8a Spevers, 


(1) Accounting Fee. (1977). ty as “6 2 650) 
(2) Legal Fee (1978) ae | oes ($1 950) 
(3) Legal Fee (2979) Boek Sey a { 2 100) 


(See eels: 5 for 1977 the 1979) 


NOTE: ‘As stated under’. sub-iten 8a the. soeeuheas 
adjustments are not shown separately because 
they are -included in the total adjusted over- 
head for each year; i.e., $ 1 983 (1977):$ 1 529 . 
re, $ 2 012 ASM12) 


° 


ENCLOSURE NO. 2 Sheet 50f 5 
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COMMENTS ON AUDIT REPORT NO. 82 - 003 — D, DATED MARCH 16, 1982 


————EEEEeEeaEaeEEESEE—— 


ALLOCATION OF PRIOR YEARS’ ADJUSTMENTS ; {$ 22 845) 
; Total - 
Year PARTICULARS Costs AFGE__ GEHA __| NAPFE 
1976] Charged | 791 702} 190 829|102 454] 85 476 |412 943 
Chargeablé a 790 7671 190 602 1102 331] 85 383 (412 449, 


Overcharges _ ; ( 935)! ( 227)\( 123) 91.) 494) - 
!Adjusted Allocation Ratios 100% 24.33 13.14% 9.73%} 52.80% — 
Charged ‘2 611 ed 199 812| 89 159] 83 291 j1238802 - 
Chargeable ; : 41 565 571'| 193 370] 86 284| 80 907 [1205010 


Overcharges : ( 45 493)! ( 6 442)( 2 875)i( 2 384) (33 792) 
Adjusted Allocation Ratios 100%: 14.16% 6.32% 5.2441 74.28% 


1977 


1978} Charged 855 158; 449 503 1226 396 |176 950 | 2 309 
Chargeable -__ 851 513 | 447 | 447 583 [225 404 [176 217+ _ 2 309 
Overcharged ~(_3 645) (1 920), 292) 733) -0- 
Adjusted Allocation Ratios 100% 52.67%1 27.21 = 20.12% Os 
1979} icharged 1 180 826 689 seas 345 224 131: 270 
|Chargeable 1 198 883: 699 678 ete 478 '227 45 457 =2.10 
Undercharged 18 057: -10 598 4133] 3 32 3 326 
lndjusted Allocation Ratios 100%: 58.69%! 22. 89% 1 18.42%! - 
1980 ,;Chargea ; 1 785 489 1 054 383 401 a7 2) 0 638 “314 
Chargeable 1 794 660 }) 059 cee 214 
Undercharged 9 171 -0- 


Inajusted Allocation Ratios 100% 22.50% | | 382 90% 


TOLAL PRIOR YEARS' ADJUSTMENTS 
___ (Over) Under Charged (22 845) 7.475 |_2 206|_1 760 |(34 286) 
h ee 


& 


6/11/82 
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ae - COMMENTS ON THE v. Ss. OFFICE OF PERSONNEL MANAGEMENT ' S DRAFT 


STATEMENT OF OVER AND (UNDER) CHARGES 


» OF AUDIT BB PRT FS Reidise Wad 02/ TOT ER MBP SeodsaRd86700090001-6 


For the: Calendar Years Endev December 31; 1976 thru 1980 
_ SOURCE: 5 ‘Schedules 2: OO-R - 


1976 1977 “1978 = 71979. = 1980) TOTALS 
1. Management Fee ee * vee, 
2. Rent vs DC 772°°10 548 1 702 -0- ~0- 13 022 
“Ownership OH_- 163 2 198 1 943 -0- -0- 4 304 
. go 0 935 12 746 3 645 -0- -0- 17 326 
3. Officers Salaries -OQ--se71-0- - -O-  ~=2. =0- = G30. 946) .--- (30 946) 
OH -Q--"-+0- | ~0- -0- -22 424 - 22 424 
T  -O0- _-0- -0O- = s+ 0- 48 522) * (8 522) 
4. Reapportionment -O- 17 303 -O- (15 218)" -0- ~~~ 2-085 
, OH -O- - 3605  -O- (1519) -0- - 2 086 
Tf  -0- 20 908 -0- £16 _737_ __-0- 4 171 
5. Depreciation DC -0-"°. "639450 -0- 8 05 0-5 = S84 
OH -0- 1 332 -0- -0- --O0- = 1 332 
T  -O-. (7 :‘726 -0- -0- -0- 7 726 
6. Rent Reapportionment0- _ 3 404 -0- -0- -0- ~~" 3 404 
-0- 709 -0- -0- -0- = 709. 
T  -0- 4 113 -0- -O0- = 0- 4113 - 
ye Legal. & Accounting -0=-" ~-0- ~ <-0="--( I 200) ~-0-"~> €- 2 200) 
OH =-0-  —-_—-0- -O- ~ ( 120) -<0-  ¢- 120) 
T  -0- ~O- _-0- (1 320) _.-0- ( 1 320) 
Ja. Postage ‘ 057 Qe SO C2 SS)Y CT” 2 355} 
| - OH -0- -0- -0- -0- 1706 | 1 706 
tT -0- -0- ~-0- __70- (_ 649) ( 649) 
-TOTAL DIRECT | . ee tee gee gO ene ew tee 
COSTS - 772 _37 648 1702 (16 418) (33 301) € 9 596) 


a 
8B. Revised Overhead 


163 


9. Overhead Adjustments ~0- | 


‘ Total Overhead 
TOTAL 


163 


5 861 


"7 B44 


OVER WER (UNDER) “CHARGED ___9 CHARGED B35 oe 45_ 493 _ 


i/ Adjusted Overhead of $ 2 650 for Legal & Accounting. (1977) 
908 for Rent and $ 1 950 for Legal (1978) 


2/ Adjusted Overhead of §$ 
and Accounting. 


3 645 


RY 


Paerpres 


414 (3.651) ( 6 065) ( 3 278) 

1 1 993°/_1 520% 1 S20© 2 oie 2 oi24/ 30.195 35 719 
ee 

1943"( 3 639) | 24.130 _32 442 

(18 057) (9 171) 22 845° 


3/ Includes § 661 Reapportionment of § 1 294 total adjustment of 


Depreciation. 


($716 xX 92.4503 % = $ 661) - 


4/ Includes adjustment to Overhead of Depreciation ($2 294), Legal — 


ENCLOSURE - 


DC 
OH 
T 


and Accounting ($1 200 & $ 2 100). 


a 


4. Sheet. 1 of 1 
Direct & Apportioned Costs 


Overhead ppproved FamReleSyRB0GI92/ thidslé-RDRSS-00964R000200090001-6 


Totals 


re . __ United States 


ea SiGe. Oforn. RDP86- (00964R000200090001-6 


t. ae Approved “Ni 
we persdniel anadeinent Washington, D.C. 20415+ 
7 : ; Names “£5. . bo Reph, Reter Tu 2 OTT gun Reference 
2hifre ve, gh eg a 


Mre Joseph E. Jones, General Agent 
Mutual of Onaha ms. tutte 
1666 Connecticut Avenue, N.W. ae 2 RE — 

_ Washington, DC 20009 


Dear Mr. Jones: 


“For 1974 and 1975, our Office of Audits questioned the propriety 
of charging management fees as administrative expenses under the. 
Federal Employees Health Benefits Program contracts with American: 
Federation of Government Employees and American Foreign Service 

. Protective Association, Inc. After review and discussion we have 

“. decided to accept the management fees for the two years in. 
question as reasohable charges against the contracts. 


a) 


yun. 


Since’ it seems questionable to charge management fees as- 
administrative - expenses in the absense of a contractual 
arrangement for such charges, we suggest you enter into a ; Pegs 
service-type contract with Mutual of Omaha which would identify - 
the setvices required of an administrator and the management ~ 
..-fee(s) an administrator should reasonably expect to receive for ~~ 
providing» Fhe Perv rcer's 


7 ae i y a ee sao og ae Vodate ii ad 2uees 
We trust this information “will assist you. 
a ne oo % al yours, 


et eS 
r) CLS S 
: 4 Ae 
7 COOP ve KEvt0 
Kevin J. Burns, - Assistant Director 
for Insurance Programs 


cc: Mrs Kenneth Blaylock’ 
Mr. E. Gregory. Kryze 
Mr. James L. Edwards 
Mr. Irving Kator 


° 
5 r r. ms Pye ect + fy? 1 


OF i90b = 8 
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Ios fPproyed ForRelease 2096/92/10 « : CIA-RRP8B-00964R090200090001 6 7 — 


FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FEHBP) ‘ , his 
’ COMMENTS ON THE-U. s. OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E-003-D, DATED MARCH 16, 1982 
- ° ADJUSTMENTS ‘TO ADMINISTRATIVE costs 
For the Calendar Year Ended December 31, 1976 Schedule - 12;00-R 
Agency's i. te - PEWUBP AUDIT 

‘ . Combined Sales Group Claims Department Direct Total Report Inquiry 2 

particulars Costs Si i eee Dept Tetat Non-FEHBP FEIIBP Costs “Costs Item No. No. 

‘1, Original Reapportionment Rabies 6 ee ee, » « « » 100, 0000% 10.7963% 89.2049 % x i - - 
2. Revised Reapportionment Ratios ..... Pier veer er = = - = ey = - i 


3. Original Costs 1712 128 298 998 Gan Bad 730 280 78 843 651 487 2 006 653 443 
{ 4, Applied Overhead (298 998) 144 057 154 517 16 682 137 $35 424 138 259 
2 5. — (_ 21,15856%) a a Be, 
> 6, _ TOTALS 1.732 128 ee ae 824 901 884 797 95 525 789 272 2430 791 702 
2 7. ADJUSTMENTS PER AUDIT: , 
; 
ae Rent vs Gunership \. 772 3 (772) (772) 2 B~6 

9, Overhead (21,15856 163 163 (63) 
10. TOTAL OVERCHARGE ; 7935 et (935) 

11, ; pa : papeeiaiag 
Pe. BALANCE CHARCEABLE 788 337 2 430 790767 

SSS : ————aaESES>SE7~7]rT_eEaaaIaSLE||SS x 
) 
n eh 
n a 
5 : . 
J 2 
‘ . ¢ 
¢ ~- 


% aoeas ; 5 Ne ar 
. . rae 3 
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: ¢ 
I .0 § Approyed Fopfelease 2qg6ig2i40 « CIA-RRPBS-JO984R099200090001-6 
FEDERAL EMPLOYEES WEALTH BENEFITS PLANS (PENBP) 


COMMENTS ON THE U.S. OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. 
: nd ADJUSTMENTS TO ADMINISTRATIVE cosTS 
For the Calendar Year Ended December 31, 1977 


E-003-D, DATED MARCH 16, 1982 


Schedule - 12:00-R. 


- “Agency's . F_E HBP AUDIT 


Combined : Sales Group Claims Department Direet Total Report Inquiry 
Particulars costs Overhead Dept Total Non-PEHBP aia Costs ‘Costs ‘Item No. No. 

1. Original Reapportionment Ratios . . . ... 6 « « « 100.0000% 3.0000% 97, Eee 

2. Revised Reapportionment Ratios ... .. «2 - -+00.0000% 4.,9539% 95.0461% -: -_ 4 B.-8 

3. Original Costs 2 487 540 33.7 722 721 100 1 212 721 36 381 1 227 458 164 879 1 392 337 

4. Applied Overhead -0- (337 722) 113 280 190 510 5 715 192 825 25 902 218 727 

5. (15.7093 %) F 

6. °__TOTALS 2.487 540 -0- 834 380 1 403 231 42 096 1 420 283 190 781 1 611 064 

—— —=—_—_—__—_— - aS SSO SS SSS Oe 

7. ADJUSTMENTS PER AUDIT: 

8. Rent VS Ownership 10 548 ~ - ( 10 548) - ( 10 548) 2 B-5 & 6 

9. Depreciation 6 592 - on ot 198) ( 6 394) - ( 6 394) 5 BH4 
10. Rent 3 404 ( 3 404) - ( 3 404) 8a B-7 
il. Legal & Accounting (2 650) 2.650 - ee - - - 758 B-9 
12, TOTAL ADJUSTMENTS -0- (2 650) 19 790 - - 3206 _( 20 346) - (_20 346) ' 
13. . Adjusted original costs 
14. (Line 3 LESS 12) 2 487 540 335 072 740 890 1 212 721 39 587 1 207 112 164 879 1 371 991 

SSS aS Eee I  — ee ——— . 

15, REVISED COSTS AND REAPPORTIONMENTS (Adjusted) } ~ : 
16. Adjusted costs 2 487 540 335 072 740 890 1 212 721° 60 077 1189 809 164 879 1 354 688 : i 
17. Applied Overhead - Revised ; 
18. (15.5669 %) -0- (335 072) 115 334 188 783 9 352 185 216 25 667 210 883 
19, POTAL REVISED COSTS*2 487 540 -0— 856 224 1 401 504 69 429 1 375 2375025 190 546 1 565 S71; 
20, REAPPORTIONMENT ADJUSTMENT (Line 3 LESS 16) =. -Q- 17 303 —{11 303 17 303 3). 4 B=-8 
21, OVERCHARGES: Total Costs (Line 3 LESS 16) .....s-+.e.e se oe ae 37 649 
225 ; Applied Overhead (Line 4 LESS 17). 2. 2 1 we ste ee ee ew ee ww ww ee 7 844° . 
23. i 45 493 oy 


TOTAL © « © © © © © ww ww 


. (6/2/82) 


on, 


: i a -00964R000200090001-6 : 


Approved For Release 2006/02/10 : CIA-RDP86- 
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FEDERAL EMPISOYEES HEALTH BENEFITS PLANS (FEHBP) ; 

COMMENTS ON THE U.S. ‘OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E-003-D, DATED MARCH 16, 1982 
' ADJUSTMENTS TO ADMINISTRATIVE COSTS 

For the Calendar Year Ended December 31,. 1978 -  §chedule ~ 12:00-R 


Agency's ew ; ~ F_E HBP AUDIT ‘ 
Combined Sales Group Claims Department Direct Total Report Inquiry 
Particulars Costs Overhead Dept Total Non-PEHBP FEHBP Costs Costs Item No. No. 
ee ( |) (2) = 3}-————=(4) (5) === (6) (J) === (8) === (9) (10) === (11) === 
1. Original Reapportionment Ratios... se see 8 100.0000% 11.0000% 89.0000% - - 
2. Revised Reapportionment Ratios... .- - ‘~ 7 - - = 


761 400 83 832 


3. Original Costs 1 985 913 391 190 824 184 677 568 9 139 686 707 
8 4. Applied Overhead 
A 5. ( 24.5303%) -0- (391 190 202 175 186_774 20 565 166 209 2 241 168 450 
9 6. TOTALS 1.985 913 -0- 1 026 359 948174 104 397 843 777 11 380 855 157 
q oe ee ae \ 
fs 7. ADJUSTMENTS PER AUDIT: 
uw 8, Rent vs Ownership 1 702 - - ( 1 702) - (1 °702) 2 B-6 
is 9. Rent ‘ ( 908) 908 - - - - = Ba B-7 
sw 10. Legal & Accounting, (1.950 1.950 = - iad - - 8c B-9 & 12 
v ll. TOTAL ADJUSTMENTS -0- ( 2 858) 4 560 = - i 1 702) = C2 702) 
12, ADJUSTED ORIGINAL COSTS 
O13 - Totals 1 985 913 388 332 828 744 761 400 83 832 675 866 9 139 685 905 
G. 14. Applied Overhead - Revised 
in LS. (24.3075 %) -0- (388 332). 201 447 185 077 20 377 164 286 2 221 166 507 : 
16. TOTAL REVISED COSTS 1 985 913 ~-0- 1 030 191 946 477 104 209 840 152 11 360 851 512 
17. OVERCHARGES: Total Costs Ginee® fase 13), Sa See a a re Se Pe SF “4 702 
@ Applied Overhead (Line 4 LESS 14). 2.2. 6 2 ee eee et ee eH ee 1 943 
: POAT cc iio as Coo Steg iee wR: Tat ek Hea Se cae ea EPR Ces eI RS Coast Re Ss 3.645 


_~ 


: : . oat : 
0 4 S E WprovedFor ReledsO2006H 2510 : CIA-RDP86290964R000200090001-6 ai, i: 
FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FEHBP) 
7” ' 7 ct 
Ww 


COMMENTS ON THE U.S, OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E-003-D, DATED MARCH 16, 1982 
. ° ADJUSTMENTS TO ADMINISTRATEVE COSTS é 
For the Calendar Year Ended December 31, 1979 Schedule ~ 12:00-R 


Fe ge et a 
Agency's FEUHBP AUDIT 


Combined ' ‘Sales Group Claims Department Direct. | Total Report tncuinwy 
Particulars Costs Overhead Dept Total Non-FEHBP FEHBP Costs eeate pet tis iad 
Lk. ae ee (5) =====(6) (7) (8) (9) soe (10) (11)==== 
1. Original Reapportionment Ratios .. ; » «+ « « «100.0000% 9.0000% 91.0000% = 
2. Revised Reapportionment Ratios ... os + -100.0000% 7.5497% 92.4503 =. - ; 4 B-8 VW 
3. Original Costs 2 348 912 430 567 861 373 1 002 971 90 277 °° 912 694 54 001 966 695 
4, Applied Overhead . 
5. (22.4447 4 -0- (430 567) 193 333 225 114 20 262 204 852 12 120 216 97% 
6. TOTALS 2 348 912 ~—-0- 1054 706 1 228 085 110 539 1 li7 546 66 121 1183 667 
7. ADIUSTMENTS PER AUDIT: : 
3. Depreciation:. ~ 
-a.Per Audit 15 458 2 264 7 167 6 027 - - - ie 

b.Per Books | 14164 1 995 6858 5 312 = is = % 

c. Net Adjustment 1 294 . 269 309 716 - - - - 5 B-4 
J. Legal & Accounting - ( 1 200) - - - - - i 200 1 200 7 Agency 
J. Lecal & Accounting (2 100) 2 100 - = = : - - 8d B~12 
Le TOTAL ADJUSTMENTS 7 294 {3 031) 2.409 716 - - 1 200 1 200 
2. ADJUSTED ORIGINAL COSTS* : =) 
36 (Line 3 (+) (=) 11) 2 350 206 427 536 863 782 1 003 687 75 775: 927 912 §5 201 983 113 4 B-8 
4. Applied Overhead - Revised 
Se (22.2366 %) -0- (427 536) .192 076 223 185 - 16 849 206 336 12 275 218 611 
5. TOTAL REVISED CoSTS‘2 350 206 -0- 1 055 858 1 226 872 92 624 1 134-248 67 476 1-201 724 
7. * ADJUSTED REAPPORTIONMENT = - ( 716) 14 502 15 218 = 15 218 * 
3. ‘UNDERCRARGES ‘Total Costs (Line 3 LBSS13) ¢ , 04 s6 4005-8 eo ob ea ea bee eB 1B) 
>. Applied Overhead (Line 4 LESS 14). . 1 6 4 0 o%e ee ew te te we ee tt we (1 639) 
). - TOTAL 6.0 cot io- ai ot so 2a inlet 6, ay Me. eee fet Sa. ale Wes ah Sb oy Get Re a cae: “ek ay chad fabs ( 18 057) oe 


(6/2/82) 


Senda eeeltmnal lett og Solus: 


COMMENTS: ON THE: U.S. OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E-003-D, DATED MARCH 16, 1982 
ADJUSTMENTS TO ADMINISTRATIVE COSTS F 


- For the Calendar Year Ended “December 31, 1980. Schedule = 12:00-R 
: Agency's FEH BP : AUDIT < 
; Combined . Sales ___ Group Claims Department Direct Total Report Inquiry 
Particulars Costs , Overhead Dept Total Non-FEHBP FERHBP Costs Costs Item No. No 
1. Original Reapportionment Ratios . ...... + © -100.0000% 5. 807% 94. 1921% a ; 
2. Revised Reapportionment Ratios... oi = a ae 
3. Original costs 2 925 508 492 506. 358 236 7 546 612 89 825 1 478 496 6 353 1 484 649 i. 
nm 4- Applied Overhead -0- (492 596) 173 769 313 146 18 187 299 354 1 286 300 640 F 
2 5, (20.2472% } : i? 
9 6. TOTALS 2.925 508 =o 1_032 007 1 859 758 108 012 1 777 850 7 639 1 785 489 
3 7. ADJUSTMENTS PER AUDIT: : \ F 
i 8: Officers Salaries: : le 
- 9 Charged 52 000 ( 52 000) 3 B-11 H 
in 10. Chargeable * ( 52 000) 10 148 —~6©8 998 32 854 1 908 30 946 -0~- 30 946 
sy ll. Postage : ; : 
@ 12, Charged 3 40 552 ( 2.355) (38 197) <=0- (| 38 197) i 
13, » Chargeable (40 552) -0- 40 552 -0- 40 552 " et 
M14, TOTALS -0~ (41 852 8 998 32.854 (447 33 301 -0- 33 301 ps 
€'15., ADJUSTED ORIGINAL COSTS : aa 
uw is. {Line 3 (+) (-) 14) 2 925 508 450 744 867 236 1 579 466 89 378 1 511 797 6 353 1 518 150 a ~ 
17. Applied Overhead - Revised 
18. ( 18.2136 %) ~O~ (450 744 __ 157 955 __287 678-16 279 _ 275 353 1.157 ___276 510 
19, OTAL REVISED COSTS 2925 508 -0- 2025 191 1 867 144 __105 657 1 787 150 __7 510 . 1 794 660 
20. UNDERCHARGED: Total Costs (Line 3 LESS 16). 2. 6 ee eee ee ee ee et eww ew ew we el 33 301) 
21. Applied Overhead (Line 4 LESS 17) 2... 1 0 ee ee ee ew ee ww nw we es 24 130 
22. - : PORN. 26 fi05,! $c0 Ae ee Oi bh we OS Gale eR acids wDiarancoway [OP ENG SB veh id ew ae 9171 


3/  pistributed on Direct Salaries and ‘Reapportionment Ratios; ile. 
’ Direct Salaries 19.515% 17.305%  63.180% 
z Reapportionments (See line 2 above, : 
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AA NR AEN I TATE LSAT meh ETN =! 7 dete. 1 AS RORY I A 
ROUTING AND TRANSMITYAL SUP A 
Fo: (Name, office symbol, oom n number, — Not Tea ee 
wAgency/Post) eG 
STAT 
+ Teton oo eae Flle | [Noteand Retum : . 
we Bb : { (Clearance ___. |: |Per Conversation: 
: As Reque : aces, Prepare Reply _ 


. a copy: 0 
audit. of t oh-E< Jones | Agency. of “Mutual 2-2 a 
of Omaha which. T mentioned: 4 to you last, week. ae] - 


Rie tyou .at! any time: 
- me Se e “y “ade Fnformation: ory wish 10.7. 
: ee , bat appraisal of - the: situation. 


STAT x 
z OPTIONAL FORM Al (Rev. 776) 
‘Prescribed b . 
PMR (41 CFR 101 101-£1. 206 f 
, . 
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United States 


Office of 


Personnel Management washington, D.C. 20415 


In Reply Refer To: Your Reference: 


EXHIBIT 3 


AUDIT REPORT 


Federal Employees Health Benefits Program 
Joseph E Jones Agency - Administrator: 


Government Employees Health Association, Inc. 
Association Benefit Plan 
Plan 42, Contract CS 1065 


Washington, D.C. 


= 
oO 
<) 
iw 
pa 


Report No. EH-83-O00l- Ex. 3 Date 
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January 1980 
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I. INTRODUCTION 


In November, 1981, we completed an audit of the Federal Employee Program (FEP) 
operations at the Joseph BE. Jones Agency for the years 1976 through 1980. The 
audit was conducted pursuant to 5 U.S.C. Ch. 89; 5 CFR Ch. 1, Part 890; 41 CFR 
1-15 and the terms of Contracts CS 1061, 1062, 1065 and 1164. 


The Joseph BE. Jones Agency is composed of three affiliated companies as follows: 


Joseph E. Jones Partnership, 
United Insurance Services, Inc. and 
International Insurance Counselors, Inc. 


While the total charges to the FEP contracts are generated by all three of the 

affiliated companies, the principal contract administrator appears to be Joseph 
E. Jones, individually (i.e. none of the affiliated companies is contractually 

responsible for the administration of the FEP contracts). Currently the Admin~ 
istrator is servicing the AFGE Health Benefit Plan, the Foreign Service Benefit 
Plan and the Association Benefit Plan. Accordingly, FEP subscriber claims sub- 
mitted to these Plans are processed and paid by the Administrator. Until Janu- 
ary 1, 1978, the Administrator also serviced the Alliance Health Benefit Plan. 

Currently the Alliance Plan is administered by the Mutual of Omaha at its Group 
Claims Office in Rockville, MD. 


The Plans are all underwritten by the Mutual of Omaha Insurance Company, Omaha, 
Nebraska. Joseph E. Jones (individually) is the Mutual of Omaha - Washington 
Metropolitan Area General Agent (i.e. all Mutual of Omaha insurance written in 
the Washington metropolitan area is written through Joseph E. Jones). 
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The Association Benefit Plan is sponsored by the Government Employees Health 
Association, Inc. (GEHA) under OPM Contract CS 1065. The Association Benefit 
Plan is open only to members of GEHA and no associate memberships are offered 
to other Federal employees. The Administrator processes and pays only those 
claims submitted by retired members of GEHA. Health claims for active members 
of GEHA are processed and paid under other arrangements. 


Joseph EB. Jones has acted as Administrator for these Plans since the inception 
of the FEP program. Previous audits of the Administrator s operations were re~ 
ported in conjunction with audits of the sponsoring Organizations and all pre- 
vious audit findings have been resolved. 


We issued a Draft audit report (Report No. B-82-003 D) detailing the tentative 
findings from our audit on March 16, 1982. The Administrator responded to the 
Draft report on June 11, 1982. The Administrator’s comments on the audit find- 
ings were considered in the preparation of this report and are included, in their 
entirety as Appendix A to this report. 


Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 


Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 


II. SCOPE OF AUDIT 


The audit was performed in accordance with generally accepted Government 
auditing standards and included such tests of the accounting records and 
such other auditing procedures as were considered necessary in the circum~ 
stances. 


The audit consisted of a survey and review of the claims processing 
systems and procedures used at the Joseph E. Jones Agency to determine 
if benefit payments are substantially in compliance with allowable bene- 
fits offered by the Plans and that such payments were made in a timely 
and efficient manmrer. The review of the Administrator's claims pro- 
cessing systems was accomplished through the evaluation of a survey 
questionnaire developed by OPM~s Insurance Audits Division. The survey 
questionnaire was based on provisions of the Contracts and Brochures in- 
volved and on OPM’s regulations as contained in Part 890 of Title 5 of 
the Code of Federal Regulations. e 


In addition, we selectively reviewed administrative expenses charged to 
the Contracts for the years 1976 through 1980. Our review of administra- 
tive expenses was based on the terms of the Contract and the cost prin- 
ciples prescribed by 41 CFR, Part 1-15 to determine the allowability, 
allocability and reasonableness of the charges to FEP. 


The objectives of our audit were to determine whether costs were charged 
to the FEP and services were provided to FEP subscribers in accordance 
with the terms of the Contracts. We also sought to determine if the 
Administrator s policies and procedures resulted in efficient, effective 
and economical operations. 
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III. FINANCIAL DATA 
ASSOCIATION BENEFIT PLAN 
1976 1977 1978 1979 1980 Total 


HEALTH BENEFITS PAID BY CONTRACT YEAR 


$9,667,318 $11,263,039 $12,590,008 $13,213,792 $14,991,929 $61,726,086 


ADMINISTRATIVE EXPENSE CONTRACT CHARGES (Geegpreeen 


$ 75,017 $ 85,206 $ 176,950 $ 224,131 $ 329,638 $ 890,942 


I 
ee 


Ghost Shelia. jt T5016 S203 «6 1%e50 }§6aae 688 FBO 


=i 


Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 


Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 


IV. SUMMARY OF RESULTS OF AUDIT 


Our review of FEP operations performed by the Joseph E. Jones Agency resulted 
in the following: 


1. Administrative Expenses 


{ 

a. FEP was improperly charged management fees of $541,673 during 1976 
through 1980. The FEP contracts do not provide for a management fee 
charge and the amounts charged were unilaterally determined by the 
Administrator. (Audit Finding 1) 


b. For 1976 through 1978, the Administrator charged FEP $13,022 for 
rent which was in excess of the costs of ownership of the premises 
occupied. Such excess charges for rent are not allowed under the 
FPR*s. (Audit Finding 2) 


ec. In 1976 and 1979, $75,522 in officers” salaries was inappropriately 
charged directly to FEP. The officers” salaries should have been 
allocated to FEP through overhead. (Audit Finding 3) 


ad. FEP was overcharged $9,078 for reapportionment ratio errors in 1977 
and 1979. (Audit Finding 4) 


e. FEP was overcharged for depreciation ($5,733 in 1977 and 1979) and 
rent ($3,404 in 1977) and was undercharged for legal and accounting 
expenses ($1,200 in 1977). (Audit Findings 5, 6 and 7) 


f. During 1977, 1978 and 1979, FEP overhead was inappropriately charged 
for legal and accounting expenses, and in 1978 FEP overhead was charged 
duplicate rent charges. (Audit Finding 8) 


g Orerhaad edjustments due FEP as » result of tsems a “hwoulk Pot. duns 
to $182,901. (Audit Finding 9) 


h. The Administrator needs to implement additional financial management 
techniques to enhance the financial management of FEP operations. 


2. Claims Processing 


We found the Administrator’s claims processing policies and procedures 
to be generally satisfactory. Recommendations are made which we believe 
will more adequately identify (1) duplicate billings, (2) claims which 
are not medically necessary (3) worker~s compensation claims and (4) 
physical examinations. We also recommended changes in the procedures 
for determining reasonable and customary physician fees and in the ad- 
ministration of mental and nervous benefits. 


-5- 
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V. AUDIT FINDINGS 


A. ADMINISTRATIVE EXPENSES 


1. 


ores 


Management Fees $541,673 


For the years 1976 through 1980, the Administrator claimed, as an administra- 
tive expense against the FEP contracts, management fees of $541,673, as fol- 
lows: 


1976 4977 1978 1979 1980 TOTAL 


Management Fees $56,467 $100,359 $92,651 $140,206 $151,990 $541,673 


Our analysis of the management fee disclosed that the fee increased 169 percent 
over the five year period, although the number of subscribers eee by 53 


percent between 1977 and 1980. Qheanes (how fe dite oe > ann heryutiaQ , \ 
a MES} «) 
The Administrator's concept of management fee first appeared in 1974 followin 


the OPM Contracting Officer’s elimination of Agents~ commissions from the 
health benefits contracts underwritten by Mutual of Omaha. Contracts in effect 
in 1972 and prior specifically provided for payment of commissions, based on 

a percentage of premiums, as allowable costs under the contracts. In 1972, the 
Contracting Officer informed all affected parties that commissions would no 
longer be allowed under the contracts after 1973, but in order _to allow the 
underwriter and the agent time_to accommodate the change, OPM [then the U.S. 
Civil Service Commission (CSC)] agreed to contract for a flat sum commission 
payment for 1973 equal to the amount of the commission allowed for 1972. The 
comnissions were eliminated because CSC believed that there was insufficient 
justification for a percentage commission which increased in relation to pre- 
mt. us sai whieh bore no velationship to the valve of the agents services. Fur- 
ener, CSU state’? that the cust vf any services that actually bevefritta: She YEP 
and was covered by the commissions could be recovered as a valid charge to the 
administrative allowance. The CSC estimated that the elimination of the com- 
missions would save the program significant amounts of money in subsequent 
years. 


The first year following the elimination of commission payments the Admin- 
istrator introduced an annual management fee as an administrative expense 
under the contracts. During a 1981 meeting between the Contracting Officer 
and the Administrator s, Comptroller, the Comptroller admitted that the man~ 
agement fee was introduced as a substitute payment for the Agents commission 
which was eliminated from the contracts after 1973. 


Accordingly, we believe that the Administrator's charges for gnaceaent fees 


Lf sre 7 ? are inappropriate and are not consistent with the CSC~s Contracting Officer's 


’ 


intent. The purpose of eliminating commissions from allowable.costs under the 


. 


ee 
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contracts was to achieve a savings for the program by eliminating -charges to 
the contracts which were not based on a benefits received concept. 


In addition, from 1974 forward, provisions of the administered contracts provide 
for allowable charges as follows: 


"Item 7 Amount 
(i) Administrative Charges Actual, but not to exceed 2.6% 
Organization, of totak subscription charges 


for the contract term. (Percent- 
age allowance may vary under 
specific contract) 


(ii) Administrative Charges Actual, but not to exceed 4.0% 
Underwriter of total subscription charges 
for the contract term. (Percent- 
age allowance may vary under 
specific contract) 


(iii) Taxes . Actual 
(iv) Service Charge (Fixed dollar amount negotiated 
: for each specific contract)” 
: (Parenthesis added) 


The Contract further states that, "“Administrative Charges” means the amount 
of expenses incurred in the administration of.this contract including, but 

not limited to, the cost of maintaining the eligibility filles for coverage 
under this contract, the cost of investigation and settlement of claims under 
this contract, and the cost of making accounting and statistical reports. 
ROW nn Cire YHA BS at ocated to this contract will be actual, nocessar~. 
ile soe Saal ay aqgvitable and veasonable basis, via proper 
justification and povoutiting support. The Federal Procurement Regulations, 41 
CFR, Part in -15, shall apply in the determination of Becepkabie administrative 
expenses.” 


As noted above, the contracts do not specifically recognize the role of the _ 
idministrator for either administrative charges or service charges. J#he 3 Ad- 


| vided fox the Undenvesten)) Ty Should also be noted that the Teokezacts: a 
/ only provide for a profit (service charge) that is payable to the — 
oy 


organizations who are responsible for distribution of the funds to the under- 
: writer or otherwise (not. controlled by OPM). For the years involved, the. 


7” \ 
management fee (profit) claimed by the Administrator is profit over and above \ 
the amount provided for in the contracts and, therefore, Bepresants a violation | 
of the Contract. - is A hea eae a9} 


A dF roteage osfoars Ch PEER 28 ms ite the 
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It is our opinion, therefore, that any profit awarded to the Administrator 
should be applied against the profit provided for in the contracts, thereby 


reducing the amounts due to the Underwriter. In addition, we believe that 
any additional profits (in addition to the service charge) which are claimed 
\ by the Administrator or others under the contract must be approved in advance 


he by OPM and should be formally recognized in the prime contract. We found no 


“evidence that the concept or the amount of the Administrator's managemént fee 


was negotiated or approved by any of the principal parties to the contracts. 
It appears that both the concept and the amount of the charge was unilaterally 
determined by the Administrator. 


Administrator s Comments: 
(See | Appendix A for the full text of the Administrator’s Comments) 


The Administrator stated that the auditors misinterpreted the intent and the 
effect of the Contracting Officer's elimination of commissions from the 
contracts in 1974. The Administrator contends that the change was primarily 
to change the method of payment of the commissions from a percentage of pre- 
Miums to actual costs incurred in servicing the FEP. The Administrator takes 
issue with the auditor's statement that the elimination of commissions was 
intended to result in a savings to the program. The Administrator states 

that prior to 1974, the commissions were for "... the necessary services per- 
formed in administering the FEHBP" and that there was no objection to the eli- 
mination of the commissions "... providing payment was made on the basis of 
actual and necessary costs incurred in servicing the FEHBP". The Administrator 
quotes from the Contracting Officer's letter as follows: 


"The actual expenses incurred for identifiable services, 
whether performed by the agert or the underwriter, which 
are necessery to ube ocaouln.:auicen of the voutract and 

policy would be a valid charge to the administrative ex- 
pense allowance." 


The Administrator contends that the management fee is payment for necessary 
services and "... does not represent a profit...". The Administrator feels, 
however, that subcontractors are entitled to a profit and that such profits 
should not be included in the service charge payable under the contract. The 
Administrator believes that payment of the management fee is in full compliance 
with 41 C.F.R., Part 1-15 because that part specifically refers to payments to 
subcontractors and authorizes costs as an allowable charge to the contract to 
the extent that the allowance is consistent with the relevant subparts. The 
Administrator stated that the management fee has been the subjegt of negotia- 
tion between the Jones Agency, the contractors and the Contracting Officer. 
The Administrator then points out that the Contracting Officerssby letter 

_ dated February 5, 1981, accepted the concept of charging a maneesment fee 


Nad 


to the contract for 1974 and A975. 


ete ne ari 


~ 
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Inspector General”s (IG) Reply to Administrator s Comments: 


We do not believe that we have misinterpreted the Contracting Officer's 
intent in eliminating commissions from the contract. The facts sur- 
rounding the contract change clearly show that the purpose of the 
change was to eliminate unnecessary charges from the contract and that 
savings would be realized from the change. The anticipation of savings. 
under the contract is evidenced by an internal memo from Mr. W. P. 
Gulledge (formerly Chief of Employee Organizations Division), dated 
March 1, 1973, as follows: 


“We have also entered into agreements with carriers who 
have a commission to pay a flat sum for 1973, equal to 
the amount of the commission in 1972. ... We have in- 
formed those carriers that it is our intention to elin- 
inate commissions for 1974, and that any payments to 
brokers will have to come out of the insurance and/or 
service charge. 


.-» All of these actions amount to a savings in the Program 
of approximately $2,499,100." 


As can be seen from the above, a savings to the FEP was anticipated upon 
eliminating commissions from the contracts. The Contracting Officer 

did, however, inform all parties that any costs which are necessary for 
the administration of the contract and which were previously included in 
commissions would constitute allowable administrative charges to the 
contract. This, of course, means that such charges would require docu- 
mentation and support to the same extent as other administrative charges. 
The Administrator states several times in his comments that the commissions 
/...@ now the management fee) were for "actual and necessary costs incurred 
"  aitielng the TEHBP," However, irs Administiator ..s not providsd «.: 
documentary evidence of the services provided or tne vost of such services. 


Although the Administrator contends that the management fee does not repre- 
sent profit, we believe that the amount 1s purely profit and we continue 
to believe that the only profits allowable under the contracts are repre-~ 
sented in the contracts as service charge. The service charge is paid | 
to the contractors (Organizations) for distribution as they see fit. OPM 
has no control on the use of the service charge awards. Any profit to be 
paid to the administrator, therefore, should be paid from the. service 
charge. This IG position is substantiated by the above quoted W. P. 
Gulledge memo (last sentence, first paragraph) and is also based on cor-~ 
respondence of former high level OPM officials who addressed the problen 
of profit for third party administrators. In this regard, we note that 
Mr. Ruddock (former CSC Contracting Officer) informed another Employee 
Organization plan that third party administrator profit shall be paid 

from the negotiated flat-sum service charge. In addition, early memos 
from Mr. Sol Papperman (former Chief of Legislative and Policy) and from 
Mr. Travis Mills (former Asistant General Counsel) set forth the principle 
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that charges for profits do not constitute allowable administrative charges 
to the contracts and that the only profits provided for are in the form of 
the negotiated flat-amount service charge. We add to the above, that es- 
tablished and proper contract accounting principles dictate that profits 
be accounted for separately from administrative and other costs. »Sections 
3.5 of the audited contracts define administrative expenses in accordance 
with such principles. 


Finally, the Administrator states that the management fee has been negotia- 
ted with the contractors and with OPM. The Administrator, however, did not 
provide any evidence of negotiations and we continue to believe that the 
amounts charged were unilaterally determined by the Aduinistrator. 


The Contracting Officer~s allowance of the management fee charges for 1974 
and 1975 was based on advice from the Insurance Audits Division contained 
in a memorandum dated February 10, 1981, as follows (in part): 


"For the years involved (1974 and 1975), we felt that the 
combination of salary and management fee paid to Mr. Jones 
resulted in compensation that was somewhat high, but we agreed 
to accept the amounts for those years because of the period 
involved and because our opinion of reasonable compensation 
would not be significantly less. Our acceptance of the 
amounts for 1974 and 1975 does not constitute our concurrence 
of the management fee concept or its method of computation.” 


Recommended Corrective Action: 


We recommend that the Contracting Officer disallow the management fees (and 
applicable overhead) charged to the FEP contracts by the Administrator for 
the periods 1976 through 1980. The amounts so charged should be credited to 
FEP on the next Annual Accounting Statements submitted by the administered 
Organizations. 


Rent versus Ownership (Spree eaveurseck ) $13,022 


Our audit disclosed that for the years 1976 through 1978, the Administrator 
overcharged FEP, as direct charges against the FEP contracts, $13,022 for 
rent which was in excess of the costs of ownership, as follows: 


1976 1977 1978 TOTAL 
Excess of Rent over 
Ownership (Direct) $ 772 $10,548 $1,702 $13,022 


_ Questioned overhead charges applicable to the unallowable rent ONersnuvEece are 
included in Audit Finding A.9. (Overhead Adjustments). 


Administration of the FEP programs is conducted in their entirety at 1666 
Connecticut Avenue, N.W., Washington, D.C.. The ownership of the building 
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at this location is considered to be under common control of ownership with 
the Administrator, Joseph E. Jones. The building is owned jointly by the 
Joseph E. Jones Partnership (as a partnership landlord) and a corporation. 
The partners of the Joseph E. Jones Partnership are Joseph BE. Jones and his 
wife, each partner owning a 43 percent interest in the building. The remain- 
ing 14 percent ownership of the building is held by a corporation which, in 
turn, is also fully owned by Joseph E. Jones and his wife. 


Since the building is wholly owned (directly and indirectly) by Joseph E. Jones, 
we believe that the requirements of the Federal Procurement Regulations (FPR*s), 
41 CFR, Part 1-15.205-34(g), are applicable. These provisions state, in part: 


"Charges in the nature of rent between any division, subsidiary, 

or organization under common control are allowable to the extent 
such charges do not exceed the normal costs of ownership, such as 
depreciation, taxes, insurance, and maintenance (excluding interest 
or other unallowable costs pursuant to this Part 1-15)...". 


Accordingly, we believe that FEP contracts administered by Joseph E. Jones were 
overcharged $13,022 for rent in excess of ownership costs during 1976, 1977 and 
1978. 


Administrator’s Comments: 


‘The Administrator concurred with the finding. 


Recommended Corrective Actions: 


ae We recommend that the Contracting Officer disallow $13,022 for the rent 
charged in excess of the cost of ownership (plus applicable overhead 
charges) which have been charged to FEP contracts administered by the 
Administrator. — 


we ‘tre. ante disse oaxvsc shousd be eveotya. °. the adnunisterea “eP 
contracts on the next Annual Accounting Statement submissions. 


C 


Officers” Salaries $75,522 


During 1976 through 1979, the Administrator inappropriately charged a portion 
of officers” salaries as a direct charge to the FEP contracts. Officers”~ sal- 
aries are, by their nature, considered to be more properly charged as indirect 
costs through overhead allocations. The incorrect charges, for the years in- 
volved are: 


1976 1977 1978 1979 TOTAL 


Officers” 
Salaries (Direct) $14,947 $22,079 $15,328 $23,168 $75,522 
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Questioned overhead resulting from the improper charging of officers’. salaries 
as direct charges to the FEP contracts are included in-Audit Finding A.9.(Over- 
head Adjustments). Dems See nee “Sf ASCE 


Administrator’ s Comments: 


"... officers salaries should have been apportioned on the basis of the Direct 
Salaries Method which is acceptable under the principles of cost accounting 
adopted by this Agency as of 1974. This method not only relates Management s 
dollars to those of production, but also maintains consistency - which is a 
fundamental requirement specified by the Federal Procurement Regulations. 


"In recognition of the above comment, officers salaries for 1980 were adjust- 
ed on the basis of Direct Salary Ratios. This produced an undercharge of 
$30,946 which, together with an adjusted overhead credit credit (sic) of 
$22,424, will be included with our Annual Accounting Statement for 1982 as 

a prior year’s adjustment of $8,522 (increase)." 


Inspector General~s Reply to Administrator's Comments: 


As stated in the audit finding, we determined that the Administrator improperly 
charged FEP contracts $75,522 for officers” salaries for 1976 through 1979 as a 
result of charging officers” salaries directly (i.e. via the Direct Salary Ratio) 
to the FEP. For 1980, the Administrator had charged officers” salaries according 
to our recommended method, but in his comments has stated that 1980 will be ad~ 
justed to the Direct Salary Ratio. Officers” sakaries, by their very nature, 
are more properly classified as indirect charges and should have been allocated 
to FEP contracts through overhead [distributed on a ratio of total overhead 
costs to total direct costs (total costs less overhead costs)|. The Administra- 
tors overhead pool is subdivided into three departments: Administrative, Con- 
troller and General Services. Mr. Jones, in his capacity as Chief Operating 

i ha p of the enwtve business, sho:ld p-operly charge his salary to the Armin. 
istrative overhead pool since this pool collects costs which generally vevefit 
the total organization. Mrs. Jones, on the other hand, works primarily in the 
accounting area and should properly be charged to the Controller overhead pool. 


We believe that charging officers” salaries to overhead is appropriate and is 
generally recognized throughout the cost accounting profession. Company officers 
can not normally identify their efforts to any final cost objective since their 
time is spent indiscriminately managing all lines of the company s business. 

All costs associated with such officials should, therefore, be allocated to final 
cost objectives on a basis that is all encompassing and which equitably assigns 
the costs to all business of the company. 


We do not agree that the Direct Salary Ratio used by the Administrator is an 
appropriate basis for the distribution of officers” salaries. Direct salaries, 
jin this case, are heavily weighted toward the FEP programs and, Sherefore, would 
cause a disproportionate share of officers” salaries to be charged to the FEP. 
The actual time expended by the officers in support of the FEP is considerably 
less than that derived from the proposed Direct Salary Ratio method. 
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Recommended Corrective Action: 


We recommend that the Contracting Officer require the Administrator to eredit 
FEP $75,522 (plus applicable overhead) for improper direct charges of officers” 
salaries on the next Annual Accounting Statements submitted by the administered 


Plans. 
4. Reapportionment Ratio Errors $9,078 


_ The Joseph E. Jones Agency uses a ratio of Federal program drafts to total pro- 
_gram drafts to allocate costs of the Group Claims Division to its Federal and 

Non-Federal segments. In 1977 and 1979, 4ncorrect statistics were used in calcu- 
lating the ratio. . 

For 1977, the draft count for the "School" line of business was not included in; Re 

the draft count for the Non-Federal segment and the" GEHA-Active line of business , 

was improperly included in the Federal segment. In developing the ratio of Fed- 

eral program drafts to total program drafts for 1979 reapportionment allocations, 

the Administrator erroneously included GEHA-Active drafts in the Non-Federal seg- 

ment. Due to their special nature, GEHA-Active drafts should not be included 

in the draft counts. As a result FEP was overcharged $21,032 in 1977 and under- 

charged $11,954 in 1979. 


Questioned overhead resulting from the reapportionment ratio errors described 
above are included in Audit Finding A.9. (Overhead Adjustments). 


Administrator s Comments: 


The Administrator concurred with the audit finding. However, in computing the 
amount of the finding, the Administrator eliminated costs questioned in findings 
#3 and #3 with, which they did not agree. 
Caprigt Fete, be hatae Qaiireniver 
MTs geht” Shy ee aE AS Ome 

We recommend that the Contracting Officer require the Administrator to credit 
the appropriate FEP Special Reserves $9,078 (plus applicable overhead) in order 
to adjust 1977 and 1979 reapportionment charges to the proper amounts. 


5. Depreciation Charges $5,733 


Our analysis of depreciation charges from 1976 through 1980 disclosed allocation 
errors in CY 1977 and 1979. In 1977, total depreciation charges were not adjusted 
for auto and boat depreciation before allocation to FEP. This error resulted in 
a $6,394 overcharge in 1977. In addition, PEP direct charges for depreciation 
expense in 1979 was understated by $661. 


Overhead adjustments resulting from the improper depreciation charges are in- 
eluded in Audit Finding A.9 (Overhead Adjustments). 
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Administrator’s Comments: 


The Administrator concurred with the audit finding. 


Recommended Corrective Action: 


We recommend that the Contracting Officer require the Administrator to credit 
FEP contracts administered with $5,733 (plus applicable overhead) on the next 
Annual Accounting Statements to adjust for the incorrect depreciation charges. 


Rent Allocations $3, 404 


In 1977, the Federal Claims Division was directly charged $3,404 for rental 
charges that should have been directly charged to the Non-Federal Division. 


Overhead adjustments resulting from improper rent direct charges are includ- 
ed in Audit Finding A.9 (Overhead Adjustments). 


Administrator's Comments: 


The Administrator concurred with the audit finding. 


Recommended Corrective Action: 


We recommend that the Contracting Officer require the Administrator to credit 
the FEP contracts administered with $3,404 (plus applicable overhead) for in- 
appropriate rent on the next Annual Accounting Statements submitted for the 
administered Plans. 


Legal and Accounting Charges $(1,200) 


Soot charges to PRP for legal aré@ aceortting in 1979 were understated by 
wl, ZUG. 


Appropriate overhead adjustments for these undercharges to the FEP contracts 
is included in Audit Finding A.9 (Overhead Adjustments). 


Administrator s Comments: 


fhe Administrator concurred with the audit finding. 


Recommended Corrective Action: 


We recommend that the Contracting Officer allow the Administrator to charge 


FEP contracts an additional $1,200 (plus applicable overhead) on the next 
Annual Accounting Statement submissions. 
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8. Inappropriate Overhead Charges 


a. Rent Allocation 


In 1978, the Federal Claims Division was improperly allocated $908 of rental 
charges as a result of including duplicate charges in the overhead expense ~~ 
pool. Accordingly, FEP contracts were overcharged a portion of the $908 
charge in 1978. 


Legal and Accounting Charges 

We determined that charges in the amount of $2,650 for the preparation of 
Mr. Jones~ personal income tax returns were improperly included in legal 
and accounting charges for 1977. Accordingly, FEP Contracts were over- 
charged a portion of the $2,650 in 1977. 


In 1978, $1,950 in accounting fees for the dissolution and liquidation of 


Joseph E. Jones, Inc. was improperly included in the total charges for 


Legal and accounting fees allocated through overhead. The FPR s (41 CFR 
1-15. 205-23) provide that reorganization costs should not be charged 
to Government contracts, as follows: 


"Expenditures in connection with (a) planning or executing the 
organization or reorganization in the corporate structure of a 
business, including mergers and acquisitions, or (b) raising 
capital , are unallowable. Such expenditures include, but are 
not limited to , incorporation fees and costs of attorney, — 
accountants, brokers, promoters and organizers, management 
consultants and investment counselors, whether or not 
employees of the contractor." [41 CFR 1-15.205-23 | 


For 1979, legal and accounting fees charged to overhead included unallowable 
charges totalling $2,100 resulting in an overcharge to FHP for a portion of 


ant aha Tec 
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Adjustments for these items are included in Audit Finding A.9 (Overhead Ad- 
justments). 


Administrator s Comments: 


The Administrator concurred with the audit finding. 


Recommended Corrective Action: 


Since the items in this finding are the result of inappropriate charges to the 
overhead expense pool, implementation of the Recommended Corrective Action for 
Audit Finding A-9 (Overhead Adjustments) will result in proper adjustment for 
these items. 
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Overhead Adjustments * $182,901 


As a result of Audit Findings 1 through 8 (above), the following adjust- 
ments to FEP overhead are appropriate: 


Questioned 
Year Overhead 
1976 $ 13,446 , 
1977 21,357 
4972 38,687 
1979 46,464 
1980 62,947 
Total $182,901 


Recommended Corrective Action: 


We recommend that the Contracting Officer require the Administrator to credit 
the appropriate FEP Special Reserves $182,901 on the next Annual Accounting 
Statement in order to adjust 1976 through 1980 overhead charges to the proper 
amounts. 


Financial Management 


Our review of the Administrator’s system of financial management disclosed 
that procedures have not been established which provide for budgeting tech- 
niques or which provide for an independent audit of the financial records. 


Administrative costs associated with the Administrator s Federal programs 
runs in excess of one million dollars annually and are considered to be 
significant enough to require proper financial management control. In 

this regard, the Administrator should prepare annual (at minimum) budgets 
of the major expense areas based on past experience and reasonable projec- 
~ one of future sctivities. Actus? -erformance during the year should be 
measured against the budgeted amounts aad variances should be investigated 
on a monthly or quarterly basis. Budget preparation and execution is con- 
sidered to be a fundamental financial management tool which assists managers 
in controlling business expenditures and activities. To operate through 

a contract cycle without any plan of action could result in the expenditure 
of PEP funds for unnecessary purposes or could result in expenditures in 
excess of the ceiling limitation. 


We believe that a system of budget preparation and execution is imperative 
for the proper financial management of the FEP. 


Since the OPM Audits Division audit cycle allows a substantial time between 
repeat audits of participants in the program, we believe that the Annual | 
Accounting Statements submitted to OPM should be audited by an indgpendent. 


~ accounting firm, Such a requirement is necessary to insure consistency and 


accuracy of reporting costs to OPM and to insure that internal con}rols are 


Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 


Approved For Release 2006/02/1 0 éia-RDP86-00964R000200090001-6 
adequate and functioning properly. As above, we believe that administra- 
tive expenditures in excess of one million dollars annually represents 

a significant cost to the program and requires proper financial manage- 
ment. In addition, an independent audit of internal controls and other 
financial management techniques used to control the many millions of bene- 
fit dollars paid annually is necessary. 


Administrator's. Comments: ( 
“Maintaining a budget requires reliable information on which to base a pro- 
jection. In the field of health benefits there are no reliable statistics 
available for use in ascertaining the number of persons that will become 
enrollees of a health plan for any given period. 


"Since Administrative costs that are chargeable to the FEHB plans are audited 
on a monthly basis, it would be impractical and costly to both the Agency and 
the Government to generate such an added expense.” 


Audits Division’s Reply to Administrator s Comments: 


Projections of health benefits dollars are actuarially determined and were 
not intended to be included in our recommendation. Our concern is for 
proper control and management of the more than one million doliars expended | 
annually for administrative costs. 


The audit referred to in our finding is that of an independent audit done 
on an annual basis. Any internal audit performed by the Administrator 
(either monthly or on some other cycle) should be continued but it is not 
a substitute for an independent audit performed by an outside, unrelated 
accounting firm. , 


Recommended Corrective Action: 


We recomnund that the Contracting Officer require the Administrator to 
establish more adequate financial management techniques in order to mon- 
itor FEP expenditures. We recommend that implementation of the two finan- 
cial management techniques referred to above (Budgeting and Independent 
Audit) be considered as minimum requirements for adequate financial manage- 
ment. ; 


CLAIMS PROCESSING 
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2. Manual System; Association Benefit Plan (Retirees) 


The Administrator manually adjudicates claims for 

the Association Benefit Plan. Although these Plans 
are also underwriten by the Mutual of Omaha, they have not been put 
on Mutual~s automated PCA system. 


Our review of the claims processing policies and procedures of the man- 
ually adjudicated plans found the systems to be generally satisfactory 
and no significant deficiencies were noted. Two areas, however, as de- 
scribed below, are considered to be in need of improvement: 


a. In the application of R & C criteria, adjudicators apply a 
10 percent tolerance factor which permits full payments for 
eleims which exceed R & C limits by, 10 varscent. 


We believe that this practice is contrary to the R & C re- 
quirements of the Contracts and results in claims experience 
being unnecessarily inflated. 


b. In the application of mental and nervous benefits, the Plan 
treats the initial hospital admission for a mental and nervous 
patient as a "medical" visit, not subject to mental and nervous 
limitations as provided in the Foreign Service Benefit Plan. 

' It is our opinion that the initial visit of a mental and 
nervous patient should be considered as a mental and ner- 
vous benefit, subject to Plan benefit limitations. 


Recommendations: 
8. We recommend that the Administrator discontinue the practice 
of allowing a 10 percent tolerance factor to R & C determin-~ 


ations and that R & C criteria be considered as the maximun 
amount payable on routine claims. 
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b. We recommend that the Administrator treat the initial hospital 
admission for mental and nervous patients as a mental and ner- 
vous benefit, subject to mental and nervous limitations. 


Adninistrator’s Comments: 


The Administrator does not agree with the recommendations. 


ny 
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VI. ACCOUNTING STATEMENT ADJUSTMENTS 

SCHEDULE A : 

TOTAL QUESTIONED CHARGES - JOSEPH E. JONES AGENCY 


Year Charged in Annual Accounting Statement 


——— 


Adjustments are required for the amounts shown above on the next Annual Accounting 


Stetementsa. 


AUDIT 
FINDINGS 1976 1977 1978 
Administrative Expenses 
1. Management Fees $56,467 $100,359 $92,651 
a, Rent versus Ownership TT2 10,548 1,702 
3. Officers” Salaries 14,947 22,079 15,328 
“4, Reapportionment 
Ratio Errors - 21,032 - 
5. Depreciation Charges - 6,394 - 
“6. Rent Allocations - 3,404 - 
Ts Legal and Accounting 
Charges - - - 
“8, Inappropriate Overhead 
Charges - - - 
9. Overhead Adjustments 13,446 21,357 38,687 
TOTAL $85,632 $185,173 $148,368 


—— ee 


1979 1980 


{ 


$140,206 $151,990 


23,168 - 


(11,954) a 
(661) - 


(1,200) - 


(46,464 62,947 
$196 , 023 $214,937 


pn oS NN eel 


TOTAL 


$541 ,673 
13,022 


75,522 


9,078 
5,753 
3,404 


(1,200) 


182,901 


$830,133 


——————— 


Additional adjustments are w2quired for lost investment income on all findings computed 


to date funds are returned to FEP. 


=25- 
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ASSOCIATION BENEFIT PLAN 


Year Charged in Annual Accounting Statement 


AUDIT aed 7 37 hs 
FINDINGS 1976 1977 1978 1979 1980 Total 


Administrative Expenses 


1. Management Fees $5,494 $5,259 $18,642 $25,826 $27,206 $82,427 
2. Rent versus Ownership 715 553 342 | - - 970 
3. Officers” Salaries 1,454 1,157 3,084 4,268 - 9,963 
4. Reapportionment 
Ratio Errors - 1,102 - (2,202) - (1,100) 
5. Depreciation Charges - 335 —, (122) - 213 
6. Rent Allocations | - 178 - - - 178 
7. Legal and Accounting 
Charges - - - (221) - (221) 
8.9 Overhead Adjustments 1,308 1,119 7,784 8,559 11,268 30,038 
TOTAL $8,331 $9,703 $29,852 $36 ,108 $38,474 $122,468 


Adjustments are required for the amounts shown above on the next Annual Accounting 
Statement. . 


Additional adjustments are required for lost investment income on all findings computed 
Se Tr a Pe veturnmed to FEP. 


-26- 
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7 March 1983 
NOTE FOR: DD/Pers . : 


Attached is a letter from OPM transmitting their_audit report of 
the Jones Agency for the years 1976 through 1980. 
acknowledged receipt of the report by telephone, advising them that 
although the letter is dated 15 March, he did not receive it until 
1 April). The audit involves all of Jones! FEHBP activity, not just our 
plan, and therefore has us facing the same issue as does the National 
Alliance of Postal and Federal Employees, the American Foreign Service 
Protective Association, and the American Federation of Government 
Employees. A number of issues have been raised in the audit. The Jones 
Agency has concurred in the audit findings of most of them - on two they 
are still in disagreement. They are: the allowing of management fees 
as an administrative expense, and the method of charging officers! 
salaries. The former is by far the most significant sum totalling 
$541,673 for all. years for all plans, and $82,427 for ABP alone. The Audit. 
Report and attachments make the case for both sides. Jones has his attorney 
working on the matter and wants our OK for them to deal directly with OPM. 
You may wish to get a legal opinion on that, but it seems a jittle 
academic at this point since they have been dealing with each other for 
over 2 years on this audit. (Note that OPM sent a draft to Jones dated 
16 March 1982 and Jones responded to OPM on 11 June 1982). 


It appears to me that somehow we have to determine the position the 
other 3 organizations are taking and work together. I see the major 
“issue as: “Is the charging of a management fee an allowable expense or not?" 
Great legal minds are already working on that at OPM and at the Jones Agency. 
I don't know what we would do if we, the AFGE, AFSPA, and NAPFE are not in 
' agreement. . 


T also think we need to reassess GEHA's relationship with OPM. Their 
letter says we are the prime contractor and it is up to us to resolve the 
contested points of the audit. While this has always been fact, it has 
not been practice. We have in the past relied on OPM to verify the accuracy 
of the annual accounting statement. OPM is now suggesting that an independent 
auditor be employed by us in the future to satisfy ourselves as to the 
accuracy and appropriateness of those statements. In view of OPM's position 


with respect to this audit, and the fact that years elapse before they perform . 


their audits, it might be a good idea for us to hire an auditor. However, 
there is then the possibility that our auditor and the Jones Agency have 
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irreconcilable differences, or we could rely on our auditor's OK only 
to find out 5 years later that this is at odds with OPM's audit staff. One 
thing is clear, auditing on a more current basis would certainly help. 


fF 


Attachment 
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4 April 1983 


NOTE FOR: Deputy Director of Personnel . 
= = fe i 


1. Attached is a letter from OPM transmitting their recently 
concluded audit report of the Jones' Agency. Although the letter is 
dated 15 March, we did not receive it until 1 April. I have provided 
‘acknowledgement of our receipt to Kevin Burns' office via telephone 
advising them of late receipt. We have not had a chance to review this 
in depth,' but thought you should be aware of its existence. 


2. TI have talked to Harris Havard about the report and he advises 
sthey also just received it. The report has been turned over to their 
‘awyer. Harris stated that a number of the recomendations have been 
or are being resolved... However, the issue of the "management fees" 
assessed by Jones still is under contention. (Naturally, this is the 
issue involving the most money.) Harris also indicated they will get 
back to us with their recommendation for handling the response to OPM. 

His initial thought was that perhaps Jones and Mutual should deal directly 
with OPM. 1 think we need such input to determine what part, if any, ; 
we should be playing in this matter. 


3. 1 told Harris we would wait for him to get back in touch before 
we took any action. In the interim, we will review the attached and 
prepare a summary of the recommendations and required actions for use 
in possible further discussion with Jones and OPM. 


STAT 


‘Attachment 
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(ae United States 
Sy Office of 
“4p /p 1M ingt 
ersonnel Management Washington, D.C. 20415 
1083 In Reply Reter To: Your Reference: 
MAR 15 ei 
STAT r ; 


Enclosed are four copfes of the Office of Personnel Management's audit 
report No, E-83-001-Ex. 3, dated February 18, 1983, on your third party 
administrator, the Joseph E. Jones Agency. This audit was conducted by 
representatives of the Office of the Inspector General pursuant to 
Contract No. 1065, 5 CFR Chapter 1 Part 890 and 41 CFR Chapter 1. 

I would appreciate an acknowledgement of your receipt of this report 
within 10 days. 


This audit is one of four companion audits which examined the entire 
Federal Employees Health Benefit business of the Joseph E. Jones Agency 
for the years 1976 through 1980. Separate audit reports detailing 
findings relative to their plans are being concurrently sent to the 
following: = 


National Alliance of Postal and Federal Employees ~-*.’- 
American Foreign Service Protective Association.- °... 7: 
American Federation of Government Employees 
° One 
The Government performed the audit of Joseph E. Jones' entire book of 
FEHBP business for reasons of efficiency and to ensure consistency in the 
‘audit process and uniformity in applying the findings to the various. prime 
contractors. However, in resolving the findings the contracting officer _ 
may deal only with those parties with whom he has a contractual rela 
tionship, i.e. the prime contractor. As the prime contractor you are.. 
responsible for resolving the findings relative to your contract which are 
contained in the enclosed audit report. 


While the Government will be looking to you to resolve the findings .- 
relative to your contract it should be pointed out that the same basic 
issues are repeated in the other audits - only the amount of the dollar 
findings vary because of the differences in the plans’ sizes. Because of 
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the similarity of issues and the fact that they all involve one sub- 
contractor, Mr. Larry Keck of Mutual of Omaha which has purchased the 
Joseph E. Jones Agency has agreed to act as the subcontractor's 
coordinator in resolving this series of audits. 


Public Law 96-304 requires us to resolve all outstanding findings within 


six months of the date the audit is issued or August 17, 1983 in this 
instance. Please submit your comments, if any, within 45 days from 
receipt of this report. 


Sincerely yours, 


Assistant Director 
for Insurance Programs 


e 


Approved For Release 2006/02/10 :. CIA-RDP86-00964R000200090001-6 


' 
1 


caer 


- 


ae 1666 Gonnecticul Ave. Nw Bee . 
‘ C. E. ANDERSON, Administratwe Assistant 
SF) iE rt: p al ey Washington, DC 20009 2.6, WILFERT, Policy Service 


' ; Phone (202) 797-6700 
+ Peonfe you con GREP B%ed For Release 2006/02/10 : CIA-RDP86-00964R000200990001-6 


a | June 11, 1982 


Mr. Kevin J. Burns 

U. S. Office of Personnel Management 
Assistant Director for Insurance Programs 
Washington, D. C. 20415 ~ 


RE: Comments on Draft of Audit Report 
No. 82-E 003-D, dated March 16, 1982 


Dear Mr. Burns: 


This is in reply to your letter dated March 16, 1982, which was received on 
April 14, 1982, requesting our comments on the draft of your audit report 
relative to our operations under the Federal Employees Health Benefits Programm 
for the Calendar years 1976 through 1980. 


Our comments appear under ENCLOSURE-1 in the same sequence as the findings 
on pages 6 through 13 of the audit report and are supported by EXHIBITS and 
Schedules under ENCLOSURES~2 through 5, 


Should you have any questions on this matter, please do not hesitate to call me. 


Sincerely, 


Harris W. Havard 
Comptroller 


2 


HWH: bmw . 


5-ENCLS: (1) Comments on Draft of Audit Report 
(2) EXHIBIT~A, Prior Year Adjustments 
(3) EXHIBIT-B, Allocation of Prior Year Adjustments 
(4) EXHIBIT-C, Statement of Over and Under Charges 
(5) Schedules-12:00 R (1976 through 1980) Adjustments — 
to Administrative Cosis , 


2 


.e 


wet et hee 


Affiliated Companies: United of Omaha ® Omaha Indemnity ® Companion Life Insurance Company 
#® Omaha Financial Life insurance Company ® Tele-Trip Company ® Constitution Insurance Companyot : 
Canada ® Mutual of Omaha fund Management Company, sponsor of Mutual of Omahe Funds 


c- 
. ’ 
‘ee t- 
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Address all correspondence to 


t 
a - HW HAVARD, Comptrotier 
JOSEPH E. JONES, General Agent RJ 


‘ LYONS. Clams Manager 
PECCOGA Di 2 qb ¢ Manayer 
mienoe eccre srt gece 0964RO XLRI, a oa Assistant 


Phone (202) 787-6700 JC. WILFEAT, Policy Service 


A MOYLE CLU Assistent Manager 


People you can count on... 


a ? gune 11, 1982 


U.S. Office of Personnel Management 
Assistant Director for Insurance Programs ( 
Washington, D.C. 20415 


ATTN: Mr. Kevin J. Burns: 


RE: Comments on Draft of Audit Report No. 82-E 003-D, 
dated March 16. 1982. 


Dear Mr. Burns: 

This is in reply to your letter dated March 16. 1982 
requesting our comments on the draft of your audit report 
relative to our operations under the Federal Employees 
Health Benefits Program for the Calendar years 1976 thru 
1980. 


oye 


; 
Our comments appear under ENCLOSURE-1 in the same sequence 
as the findings on pages 6 thru 13 of the audit report and 
are supported by EXHIBITS and Schedules under ENCLOSURES-2 
thru 5. 


Should you have any questions on this matter. please do not 
hesitate to call me. 


Sincerely, 


HARRIS W. HAVARD 


ve Comptroller 
5-ENCLS. (1) Comments on Draft of Audit Report. 
(2) EXHIBIT-A, Prior Year Adjustments. . . 
(3) EXHIBIT-B, Allocation of Prior Year Adjustments. 
(4) EXHIBIT-C. Statement of Over & Under Charges. 
(5) Schedules-12:00 R (1976 thru 1980) Adjustments. 
( ae to Administrative Costs. 
Alftiated Corsontes: a us ei : as cla WR a” Fae og Se Lhd 


United of Omaha & Omaha In 


demnity # Companion Life Insurance Company ® Omaha Financial Life Insurance Company , 


# Tele-Trip Company » Mutual of Omaha Fund Management Company, sponsor of Mutual of Omaha Funds 
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“, ""\.. SEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FEHBP) 
ae ne d For R - CIA-RDP86- 
COMMENTS ON ee REPORT NOw Oo = OOS oD, DATED MARCH tO, £982 — 
a 
1. MANAGEMENT FEE | $541,673 


The finding under this item is unacceptable and no adjustment is 
necessary for the reasons given in the following paragraphs. 


The auditors misinterpreted the intent and effect of Mr. Andrew 
Ruddock's letters that were addressed to representatives of the 
Federal Employees ‘Health Benefits Plans (FEHBP) administered by 
the Joseph’E. Jones Agency-herinafter referred to as the Agency. 
(Attachment No. 1). 


The. purpose of Mr. Ruddock'’s letter was to eliminate the method 

of paying for services on the basis of a percentage of premiums; 
and, to adopt the system of paying for the actual costs incurred 
in servicing the FEHBP. It was not expected, as the report states, 
that “savings” would accrue by eliminating "commissions" on the 
basis of services performed. This concept is neither mentioned in 
Mr. Ruddock's letter nor would it be proper not to pay for the 
necessary services performed on behalf of the FEHBP simply because 
the auditors believe a savings would accrue if "commissions" were 
eliminated. 


prior to 1974, the "commissions" received by the Agency were for 
the necessary setvices performed in administering the FEHBP. This 
is evident from the letters addressed to Mr. Ruddock by representa- 
tives of the FEHBP (American Federation of Government Employees) 
(AFGE) and (Government Employees Health Association) (GEHA). Both 
“Letters clearly state that: necessary services are performed for 
"commissions" received by the Agency (Attachments 2 & 3). 


These letters show that the sponsoring organizations and the Agency 
had no objection to the elimination of the method of paying for 
‘services on the basis of premiums, providing payment was made on 
the basis of actual and necessary costs incurred in servicing the 
‘ FEHBP, This is precisely the intent of Mr. Ruddock's letter 


(Attachment=L). 00 06%: 3. 


. : ¢ , 
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estos ON AUDIT REPORT NO. B2 - 003 - ‘D, DATED MARCH 16, 1982 
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Next to the last paragraph of his letter, Mr. Ruddock: states that: 


"With respect to the agent's conmiaston; we are eran 

the (sponsoring organization) is inclined to agree * 
with us that the cost of his services should be paid 

out of the administrative expense Allowance or 

insurance charge. - 


fhe actual expenses tecurees for identifiable services, 
whether performed by the agent or underwriter, ‘which are 
necessary to the administration of the contract and policy 
would be valid charge to the administrative expense 
allowance. (emphasis supplied) ." 


The Management Fee charged by the Agency was in payment for 
necessary services performed by the Agency in administering the 
FEHBP contract and policy and is an aitowabte charge under the 
Federal Procurement Remlenaces: . 
This fee does not represent. a "profit", therefore, we disagree 
with the audit report in that a subcontractor must provide his 
services at cost without a provision for a-profit.. There is -: 
nothing in the Federal Procurement Regulations (41 C.F.R:, Part 
1-15) specifying such a restriction under which no sensible 
subcontractor would agree to operate. 


A reasonable "profit";made: by the Jones Agency, as a subcontractor, 
should not be included in the service charge payable to the under- 
writer.: Yt would be tantamount to require a subcontractor who 
supplies any service to the prime. contractor to forego a reasonable 
profit as part of his charge because the prime . contractor is 


-entitied to a. service charge or profit. — ‘This is an impractical 


notion and the audit report . does not point to any Federal Procure- 
ment Regulations specifying such a restriction. In fact, 41C.F.R., 


(1-15 (£) ‘specifically refers to payments to subcontractors and 


a 


authorizes costs as an allowable charge to the contract to the 
extent that the allowance is consistent’ with the relevant, subparts 


The HenwGement. Fee is for services provided by ‘the Agency, in 
administering the FEHBP; .therefore,' we, disagree with the suggestion 
that.the services of the subcontractors must be approved in advance 
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by OPM ana recognized by the prime contract. While there was no 
reference in the prime contract concerning the services to be 
provided by the Agency, OPM was well aware that such services were 
performed and knows that payment is due on a quantum meruit basis. 


At the auditor's request during their examination of the Agency's 
operations for 1974 and 1975, a revised method of accounting for 
the Agency's costs chargeable to the FEHB Plansffor 1974 and 1975 
(including a Management Fee) was submitted to OPM'’s audit staff on 
November 18, 1977, for approval. Neither an acknowledgement of 
their approval or disapproval was ever received by this Agency. 
In January of 1979, we again submitted our worksheets for 1974 
through 1978 to OPM's audit staff for review and approval. The 
audit staff, at the time,raised no questions concerning either ~ 
the system or the amounts, including the Management Fee. | 


HOt 


: , ; ; a ais Ne cea eel, ar ae aan aR 
The Management Fee has been the subject of negotiation between 
the Jones Agency, the contractor, and the contracting officer. - 


In January of 1981, representatives of OPM suggested that we submit 
a comparative statement of costs for 1974 and 1975 to OPM showing 
the FEHB Plans' total costs reduced by the Management Fee and 
officers salaries; and, increasing the balance by 10 percent. In 
response to this' request a comparative statement of costs for 1974 
through 1979 was presented -to OPM staff for discussion and comment. 
(Attachment—4). : : . 


On February 5, 1981, Mr. Kevin J. Burns of OPM, {the contracting 
officer accepted the concept of charging a Managemént Fee to the 
FEHBP for 1974/1975).  (Attachmént—5) .| Since the Management. Fee 


was allowable in 1974/1975, it Follows that it should also be 
-- allowable for ensuing periods. Leput } a 
aa — Sdn etal, Peete. ALES. Oat, F 


Although the audit report only questions the propriety but not the 
reasonableness of the Management Fee, we are prepared to defend.the 
latter as a necessary cost for the proper administration of the 
FEHBP. 
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COMMENTS ON AUDIT REPORT NO. 82 - 003 - D, DATED MARCH 16, 1982 


—— 


ear pt I A SSS 
reer = 
in summary, the Management Fee should be allowed because:' 


it is a reasonable and necessary cost of administering 
the FEHB Plans; x 


it was allowed by the contracting officer for 1974/1975; 


the audit report neither substantiates its findings nor 
provides any reference to provisions of the Federal 
Procurement Regulations in its support; 


No questions were raised by OPM's staff on this matter 
and this led us to believe that there was an advanced 
agreement on the propriety of the Management Fee and 
the method for its computation under C.F.R. 15.107; and, 


We believe that representatives of OPM had ample time 
to address the matter in 1977 when an agreement could 
have been reached to resolve the problem prior to the 
release of subsequent Annual Accounting Statements. 


22 : = Ls e 
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Mr. Clyde M, Webber, National President 

American Federation of Governnent Employees 

1325 Massachusetts Avenue, N.W. . ; 

Washington, D. C. 20005 : . 


we 


Dear Mr, Webber: 


This refers to my letter of June 73, 1972, and Mr, Griner's reply of 
| August 21, 1972, relating to the risk charge and commission provisions 
contained in the contract between the Anerican Federation of Government 
‘Employees and the United Stares Civil Service Commission, We have, in 
‘this connection, carefully considered his Vetter, the letter of Nr, A, 
W. Randall dated August &, 1972, and the Jetter of Mr, Joseph E, Jones 
dated July 12, 1972, ; . 


We appreciate your and your underwriter's axreement to change the term 
"risk-charge" to “insurance charge" and the amount thercof to a flat 
sum.ie The term “insurance charge" is acceptable to us but the flat-sum 
charge of $108,500 fur 1973 proposed by the underwriter is not. In our 
letter of June 23,°1972, we noted that the Commission expects this 
charge to be a dower amount=than in 1972 and proposed a charge for 1973 
of $50,000. In:view of the justification for the charge contained in 
your underwriter's letter of August &, 1972, we'now counterpropose a 
flat charge of $86,400 for 1973, This is a 10% reduction fron the 
estimated $96,000 charge. for 1972, — . 


* With respect to the acent's commission, we are plad the AFCE is inclined 
to agree withtus tha: the cost of his services should he paid out of 
the administrative expense allowance or insurance charge, The actual 
expenses incurred for identifiable services, whether performed by the 
agent or underwriter, which are necessary to the administration of 
the contract: and policy would be-a.:valid charge to the administrative 
-expense allowance, After 12 years, we see very little justification 
for a percentace commission, which increases as tota) premium increases 
and bears no necessary relationship to the valve of the avent*s services, 
. Our present intention, ‘theréfore, is to eliminate the nayment of a 


pea ee ee | . 27. (B72 
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-, THE MER!T-SYSTEM—A GOOD INVESTMENT IN GOOD GOVEENMENT 
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commission as 4 charge against our contract for 1974, To five you, vour 


underwriter and agent time to acconmuaodate to elimination of the comass- 
sion, we are agreeable to contracting for a flat-sum commission payment 
- for 1973 equal to the amount of the commission in 1972, 


We would appreciate your prompt apreement to the Proposals on the 
insurance charge and commission in this letter so we may proceed to 
amend our contract for 1973. 


Sincerely yours, 


Py wr” yet a 
C0 pal aged a fi ae OH g . VA 


Andrew E, Ruddock 
Director 
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iN REPLY PLEASE REFER YO: 
| 5/cs¢ 
ee August 23, 1972 
Hr. Andrew £. Ryeddock, Ulirecter 
Bureau of Retiremont, Insurance, and 
Occupational Health — 
U. S. Civil Sarvica Commiaston 


Veshington, Be Ce 20415 


Ree RiustMere 


"4 
sf 
ba] 

e 


Soe 
As requested tn your letter of June 23, 1972, wa have consulted with cus 
underwriter, the Mutual of Omaha Insurance Company, in connection with | 
the risk charge which {ts currently atated in Fantenet Be tOE8 Bee nen 
C0 Mes SIVES Seaton trasteutan oe? SS sates coon seueliakine ur Guyer 
ment Exployeen as 363% of total subscription charges for the contract 
tera, 


t en attoching a copy of a letter recafved from Ure Ae & Randall, 
Executive Vice President of the Mutual of Qraha tnsurance Company, {n 
bhich he outlines the purpose of the risk charge and the reasons that 
the rfsk charge for the AFGE Health Benefit Plan would ba considored 
minimal fn relationship to the risk cherce Rado to ersmerctal riebs, 


Hire. Randall has indfcated thet he ts agrezable to a chang: tn tarminsleny 
from risk charge’ to "Insurance charce’, Ne has also indicated their 
willingness to stete this Insurance charge" as a flat dollar amount to 
bo neyotiated at the time the rate negotiations are made each year. 


. You wilt note that Mr. Randall has responded to your request that tho 
flatesum charge for the 1973 contract year be sot at $50,000 with 2 
counter-proposal that due to the negative balance in the special reserva 
eccount for the AFGE Pion as of Decumber 3}, 1971 excunting to $975,092 
that the flot-sum choerge for 1973 be sot at $1038, 500. ee 


x : 
Ma, ot tne be Lae 
yee i} ‘ ; i 


ox 


b? WTO. tb omd, o ae 


TO DO FOR ALL THAT WHICH HORE CAN DO FOR HIMSELF 
CP re cme ~ ees : 
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The AFGE Health Renaftt Plen hen otscchle nocot tae iin 1-6 

A ele as of RRB Hi ROBIE AO TAD SM nicn orooocs Sy becouse 
of Price Commtssion policy, did not {include ony factor for reccupnent of 
& deficit. {n the special reserve level. -In additicn, our rate negotia~- 
tions with ‘the Mutua? of Giaha Insurance Company, which had been concluded 
prior to the recefpt of your letter of June 23, 1972, were based on the 
assumption that there would be no change in tho 1.3% r{sk charges vaich 
epposred {pn our contract for 1972, Doxa le A 


Under no cfreumstances will we negotiate a flat sum {insurance charge" 


-with the Mutual of Onzha fnsurance Company which will) be in excess of 


the current 1.3% risk charge. Should the proposed flat dollar amount 
of $108,500 for 1972 nrove to be fn excess of the tee eee 
actual ancunt of the subscription charges have been determined for 1973, 
this factor will be taken into cons{deration tn future negotiations. 


Based on the current estimate for 1973 subscription charges, {t would not; - 


opprar that the figure of $108,500 will exceed the 1.3% guideline. 


With reference to the commission allowance of 0.38% of prenium, we are 
attaching 8 copy of the justification for this commission al tewance re~ 
ceived Fron Fre Josepn t. Jones, General Agent for the Mutual of Omaha 
Insurance Company {fn the Washington Metropolitan Area. Definite services 
on an administrative and consultation basis are provided to the AFGE 
Realth Benefit Plan by Mr. Joseph E. Jones, but we are inclined to agres 
with you that payment for such services should be @ matter between the 
hutwal GY Umand Insurance Company's Home Office ant Mel Janae and hails 
be paid for out of the underwriter's adninistrative allowance or insurance 
chargo, rather than as & stated commission allowance. af. * ; 


Should you recuire anyraddi tio ation, please Yot.me knoe - 


incerely yours, 


4 % ao Dh 

"a lA UM KO. 
“Jo Fe Grf{mor - >: 
National President 


Enclo~mira . 


a 


cect Nope Conway 
oseph E. Jones 


(OR GACH AAA ie 


~ 
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Mgr, Andrew EE. Ruddsck, Director 
Bureaa of Natirement, Insurance 
and Occupaticaal Health 
U. S. Civil Servico Comralonion - Ee a 
Washington, D. CC. 20415 s 


Dear Mr. Ruddock: 


. la my raseting with you oa 14 Docambar 2972, 1 raised the matter 
of the agest'a cemmission discuased in paragraphs 3 of your lottox of 18 
Noven.bor 1972, I reperted that Mr. Jones performs a cories of apacial 
noxrvicos notosenry for aocurity ressens which hse led vs to conclude 
that he fo eativied to compensation beyond thet which io approved for ad- 
noinistrative expansen, Based on my conversation with you, 1] would like 
te submit tho following Berean eee to dias epesttion otated in ead lsttos 
o£ 10 November 1972, 


Wo will dlecoztinns the agent's sac as ouch, 


Instead, I propose that you approve the aum of $7, 008 tn Blow 
cf seimburaement on my certification that this amount proparly 
componsates Mr. Jonea for certain sorvicoa ef & socurity nature 
which he performs for ovr Plan, 


Bocause ef cocurtty considoraticns, thase services canact bo 
documonted for examination during your norraal audlt of cur Plan's 
expenses, but I will retain im my affice for your review ot nay the 
& dotalied list of ouch sarvicea, We will boar the respoasibiitty for 
continyvally reviewing theso services resdared by Mr. Jonze to cur 
Plana to ensaro that centinvation of the payment of $7,609 an expenses 
do justified. At any time that we ootirsata thesy uorvices at less thu. 
$7,009, 1 whl 50 roport to you, 


We wid instruct Bur. Jonas to charge ew? Fina fer thme ant aupaasca 
ts oupplying.cver! suppoxt tous, The epsrial sarvices described above 


will ba these that caanct mormaally bo documented asd Moted as expoasas, 


Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 
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a ee We have been iniormed Dy the underwriter that it will not object to 
«pour counterproposzal to establish a flat Insurance charge ef $69, 300. 
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I ebali owalt your approval of my preposal in paragraph cae above 
ey taking amy further action, 


= Very truly yours, 
"STAT 


Pres 


stat ppypereff : 
Distribution: ; 
Orip & 1 + Adse 
+= Mr. Jos. Jones 
1 - C/BSD 
1 - DD/Pers/SP 


BPBR CP. 2 
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( People yan can cob en’: : 
January 26, 1981 © '% 


Mn. George M. HacWhonrter 

Employees Organgzation Plan's Divdscon 
Office of Personnel Management 

P, O Box 707 

Washington, D. C. 20044 


RE: 1974 & 1975 Administration Expense 
. of Joseph E. Jones Agency 
Dear Ma. MacWhorter: 


In response to your inquiry during your meetings with Ma. Havard and 
Ma. Katonr, I am enclosing the expenses for 1974 and 1975 with the Management 
Fees and Ossicers Salaries allocated to the four Plans. 


1 am hopeful that this matter can be resolved in the near futuie. 


Sincerely, 


Joseph E. Jones 


General Agent nee 
JEJ:bmy . . 
_ Enclosure 
ae ‘ e : 
ete FCOunL IMG. 
APC Gf | : 


Alfilisted Companiess oe ; ‘ pes spss 

Luntted at Omeha @ Omaha Indemnity ® Companion Life Insurance Company ® Omaha Financial tile Insuzance Company 

B Tele-Trip Company ® Mutual of Omaha Fund Management Company, sponsor of Mutual of Omaha Funds 
tee, 


' ’ 4d i os ~. : irae ; ; voy 
re f? ae 4 it re 
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JOSEPER” & JONES AGENCY 
FEDERAL EXPLOYEZS HEALTH BENEFITS PIANS 
Review and Analysis of Agent's Reimbursements 
For the Calendar Years Ended Decenter 31, 1974 - 1979 
the Plens for services of the Agent 


Proposed revision to the method of charel 


HEE HEA GEHA NAPFE | _ Total arCe —tfSEA SERA GAFPS 

4) “7 FR IDS —_ ae aes 
1, |Allocation Factors ¢ e aor 17.44 100,00 Seah varie 
2.|Criginal Chargea - Totel 182 357 311815 2 742 Fiel 0% aa ae ¥ a Ee 9 532 2a 82 2a) Fizza 42 


100 359 4 212 4 3 = “h §49 


22 079 3127 76 401 
Fizs3 626 F182 472 $ ag 3; x oH Sie? 26Z 
148 83 «18 247 ae 7 687 3A 72% 


16 400 263 __22 256 
bere ey ior oa? Dare BAL S 


4 
32 507 al "9.568 §572 352 
17 742 132. 2989 
$378 022 F161 090 F103 462 F737 181 F 40 28 


37 &2 16 109 10 %46 7 28 4 029 


13 200 621 885 2 262: 3 
Tes om Te mo FU 693 FH ta Fast 
ss aes ar 

ons St de Fe a ee 


23. aoe i 00. 52,67 27,2120, oe 
Pai 76L eS 355 188 rou Gd Eines Bee me 2 9 


3 |LESS: Manezerent Fee Charged to Flans 


Profit Allowance Proposed (10% XY Line 4) 
Officer's Salary Proposed - 

Redeterained Charges 

Qverkesd Patio (% 


Allocation Factors (%) 
Original Charges - Total 


Cf OVI ES AAG 
Oo 


1% 104 


3,|IBSS: Management Fee Charsed to Plans 3334512 BL 9 887 % 502 4 675 = 52 s8 80 = -25 210 12 61 - 
Officer! s Salary charged to Plans 2 9 838 792Q 209 74,5) 8073 417) C8 se 
Ae Balance S$ 428 748 § 17 985 F 15 asi - 050 $ &% 832 Pa, 7 ee ¥ 392 630 F E97 S15 rut 2a: 5339 
5.{Profit Allowance Proposed (lo% X Line 4Y re HH 17 oH 1 588 8 605. “5a 483 e ee 39 263 «29°71 15 52 23 
6.;0fficer's Salary Proposed 2 4 181 2.750 _- 9 322 4.216 3 56 
7. \Redeterained Charges iS 48 e s. oo << $x ia 3 bua Fin 2.650 57 i, 27? 405 re = ee a gshl_ 214 F2 Z 
Overhead Ratio (4) 0 : fete teas Mise ees A ie ee Wa ORS ean Si 
the ta a ea ee [Eee f ae tee 
1, [Allocation Factors 2yeo g 
2. Original Charges = Total 72 393 $1 i'3 337 rio a6 ¥-85 ane ra" S33 | gsae S res" ey rie 7e3 $22 


LESS: Maragement Fee Charged to Plans 2 
Officers’ Salaries Charged to Plens 2. 
Balance 
Profit Allowance Proposed (10% X Line 4) 


56487 13738 7420 54% 29815] 140 26. 22287 22.003 
7 6397 __ oH pa 89 22 US |S 5 

“§ 120 938 $173 562 § 93 227 F 78 168 F375 64 Fees 203 Fae F2 <92 F 
720% <1? re 9329 «7&7 37 ee 62 929 9 Hie 23 059 


6. Officer's Salary Propesed 2 15300 2.010 1.489 3E os 
7. [Redetervined Charges 808 332 2 $1% 662 me 663 § $104 £60 “60 $37 $87 &% ¥ (21 706 Wis 2 rere 623 Tes Cae $228 409 $ at 


8 


Overheat Patio (4) 2.16 aera ite 77 Sees ote Leb LE Loe 


L/ Excludes Overhead 
co 2/ Based Upon Naximun Federal Insurance Contribution (Frcs) 
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_ FEDERAL EMPLOYEES HEALTH BENEFITS PLANS. (FEHBP) 
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COMMENTS ON AUDIT REPORT NO. 82 - 003 - D, DATED MARCH 16, 1982 


————eeeEE—— oo 
2. RENT vs OWNERSHIP = - === ¢g 33022) 
. OT phe Finding under this item is accepted which, together’ with ~ 


an adjusted overhead credit of $ 4 304, will be included with our 
- Annual Accounting Statement for 1982 as a prior year adjustment ~-. 


(decrease). i eae Adjusted _ 
oO Direct Overhead - Potal 
Years Overcharge Charged. Overcharge 
1976 $(.. 772) $( 163)  $( 935) 
1977 | - (10 548) (2 198) (12 = 746) 
1978 ~~ (1.702) _(1-943) _( 3 645) 
TOTALS an $13 022) 23 304) $ (17 326) 


“EXHIBITS-c & Schedules-12:00R for 1976 thru 1978 (ENCLS. 4 & 5) _ 


3. OFFICERS SALARIES ($_75 522) 


Our reply to your Informal Inquiry No. 11, dated 11/18/81 
was in error; officers salaries should have been apportioned on 
the basis of the Direct Salaries Method which is acceptable under 
the principles of cost accounting adopted by this Agency as of 
1974. This method not only relates management’s dollars to those 
of production, but also maintains consistency - which is a funda- 
mental requirement specified by the Federal Procurement Regulations.” ~- 
® 


In recognition of the above comment, officers salaries for - 
; 1980 were adjusted on the basis of Direct Salaries Ratios. This, 
produced an undercharge of $30 946 which, together with an adjusted 
é overhead credit, credit of $ 22 424, will be included with our oo 
Annual Accounting Statement for 1982 as a prior year's adjustment - 
. O£ $,8 522 (increase). bots” Beil 


EXHIBIT -c & Schedule—12:00 ‘for 1980 (ENCLS. 4 & 5). [2° 


et ae ee ee 


7 
Fo 


sae aie Sinaia Da Ze as : S: 
ENCLOSURE NO. 1 Sheet 2 of | 5_ 
ee ‘6/11/82 o * ehoe. C:? : 
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COMMENTS ON AUDIT--REPORT NO. 82 - 003 - D, DATED MARCH 16, ,1982 


—————4 
Se 


STS 2 oral, eles! -4§ a 9 978) Geena 


pe EEE 


4. REAPPORTIONMENT ---3.-0o0c2 Llvintin. vot 


Oaipeen fs ra rr et ee ee ee i a ; es 
ME eS eee al = me arenas) fodiens rs x ee RE Pe Hee ~ a. 


There-is’no way to determine from ‘the audit report whether — 
this finding is correct. Our computation produced an overcharge of 
$ 4 171 which wi}l be included in our Annual Accounting Statement 
for 1982~as prigr years’ adjustments (decrease). . 

fee ate ee eer gr omees Gp tre emsce oo £0 SR fee are -=2:Total. . 

eens tb: preti7TDireect :srrcrerl: ir ees (Over) ; 

: oie : IT". :Reapport- Adjusted . - Under - 
"Years "- ---*  :" gonment_ _ Overhead Charge _ 


jes che a a 


rit : 5 a cot a 


ee g997 eID 28017 3037°§ C3605) §( 20 908)” 
per. gg ct gecieeriies Tee. ellicetcr tnrivs swermecct. 2: Pee ae 


es ee euiiitlilgs 21g. - 1519 + - 16 737 


3 7 te Oe did eta te Beat an at od Were ae 
TOTALS, 2 085) $( 2 086) $( 4 172) 


EXHIBIT-C & Schedules-12:00 R for 1977 & 1979 (ENCLS. 4 & 5) 
eee eS ae PE Oee AERO “PSE Ee, “FUG 


S. DEPRECTATION © 7) 7P0TR Tn Fe 


faa OR Ten te cot vanes 5: Cabetns Cat, 


te f. 
: ode 
i 


eee 6 394) 


The finding undef this item is accepted which, together with an 
adjusted overhead credit of $ 1 332, will be included with our Annual 
Accounting Statement for 1982 as a prior year's adjustment (decrease). 


Direct Overcharge ($ 6 394) 


‘ Adjusted Overhead ( 1 332) 
=, | Total Overcharge ($7 726) 


EXHIBIT-C & Schedule-12;:00 for 1977 (ENCLS. 4 & 5) 


6. RENT-REAPPORTIONMENT Hao 4 woe ($3 404) 

” Phe finding under this item is accepted which, together with an 
adjusted overhead credit of $ 709, will be included with our Annual 
Accounting Statement for 1982 as a prior year adjustment (decrease). 
Direct Overcharge ($ 3 404) 

Adjusted Overhead ( 709) 
; Total Overchirge ($ 4 113) 


——— -= 
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COMMENTS ON AUDIT REPORT NO. 82 - 003 - D, DATED MARCH 16, 1982 


————————— eee oe 
ee sae eee 


7. LEGAL & ACCOUNTING $ 1 200 
The finding under this item is accepted and, together with an 
adjusted charge for overhead of $ 120, will be included with our 
Annual Accounting Statement for 1982 as a prio year's adjustment 
(increase). 
é 
Direct Undercharge $ 1 200 
Adjusted Overhead 120 


Total Undercharge $1 320 
EXHIBIT-£ & Schedvle-12:00R for 1979 (ENCLS. 4 & 5) 
7a. POSTAGE - | 7 | $ 2 355 
: This item was introduced by your auditors but does not appear 
in the report; nevertheless, it will be included with our Annual. 


‘Accounting Statement for 1982 as a prior year adjustment (increase). 


Direct Undercharge $ 2 355 
Adjusted Overhead (1 706) 


Total Undercharge $ 649 


EXHIBIT-C & Schedule-12:00R for 1979 (ENCLS. 4 & 5) 
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COMMEND? ON AUDIT REPORT NO. 62 ~— “003 - D, DATED MARCH 16, 1982 


eg A A 
a cern mn — 


8. XINAPPROPRIATE OVERHEAD CHARGES | 


a. Rent Allocation (1978) | 908 


The finding under this item is accepted and was adjusted by 
reducing the total overhead, recomputing the overhead ratio and 
applying it to the TOtay costs chargeable to each cost center (See 
ENCL. 5 for 1978). 


sin 


b. Legal & Accounting Charges - 


The following findings under this sub-item are acceptable 
and will be treated in the ‘same manner as Item 8a above: 


(1) Accounting Fee 977). a ($ 2 650) 


(2) Legal Fee (1978) ‘o.  ¢ oe ($ 1 950) 
(3) Legal Fee (1979) he catia ms ( 2 100) 


(See ENCLS. 5 for 1977 the meee 


N OT E: As stated nde: sub-item 8a the overhead 
adjustments are not shown separately because 
they are -included in the total adjusted over- 
head for each year; i.e., $ 1 983 (1977);$ 1 529 
(1978); $ 2 012 (1979). 


5 
° 


a ee nee ee Pe a ere ee ocr tee on Na 
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COMMENTS ON AUDIT REPORT NO. 82 - 003 - D, DATED MARCH 16, 1982 


PRIOR YEARS' ADJUSTMENTS ALLOCATED ($22,845) 


{Audit : 

Original iAdjusted Adjust—- Allocation of Adjustments 
Year Costs _j__ Costs ments AFGE AFSPA GEHA "_|__NAPFE 
935) 1( 227)]/( 123); ( 91) | ( 494). 


611 06¢)1 565 571 875)| (2 384) | (33 792) 


855 158 


851 513 992)} ( 733) -0- 


180 8826/1 198 883 3 326 -0- 


ee 


785 489}]1 794 660 1 642 -~O- 


224 239;6 201 394 


1 760 | (34 286) 


. 


6/11/82 
4 
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COMMENTS ON AUDIT REPORT NO. 82 - 003 - D, DATED MARCH 16, 1982 


ALLOCATION OF PRIOR YEARS* ADJUSTMENTS ($ 22 845) 


Total 
Year PARTICULARS ; Costs 


| 
| 


1976! Charged 791 702 190 829/102 454] 85 476 |412 943 
Chargeablé | _790 767 | 190 $02. 102 331 
Overcharges _ rat 935 (935)! ( 227 494) 
‘Adjusted Allocation rer 100% 24.33 13.14% - 52.80% 
1977| Charged ‘2 611 571 199 812 |} 89 159] 83 207 {1205019 
Chargeable : i 565 571 193 370{ 86 284 | 80 907 [1205010 
Overcharges ( 45 493 ), ( 6 442) 2 384):(33 792) 
Adjusted Allocation Ratios 100%: 14.16% 6.32% 5.24% 1 74.28% 
1978) Charged 855 158, 449 503 1226 396 |176 950 | 2 309 
Chargeable 851 513 | 447 | 447 593 (225 404 (176 217: 2 309 
Overcharged ~(_3 645 3 645) _( 1 920 ) 992)\( 733 ) -0- | 202. 
|Aajusted Bilocation Ratios 100% 52.67% 21 © 20.12% .. -O0- 
1579 /|charged 1 180 826 689 snp DE? 345 224 131 i 270 
|Chargeable 1 198 883 | 699 678 |271 478 '227 4 457 =218 
| Undercharged > 18 057: .- 10 598 4 133| 3 32 3 326 
Adjusted Allocation Ratios 100%: 58.69% 1 22.89%! 18. 42%{  —- 
1980 ,Charged 1 785 489 1 054 383 401 254 {329 638 14 
Chargeable — 1 794 660 |1 059 849 403 317 {331 280 214 
Undercharged 9 171 2 063 | _1 642 642 -0- 


Indiusted Allocation Ratios 100% 22.50% {| 17. L288 
TOTAL PRIOR YEARS' ADJUSTMENTS 
Me (Over) Under Charged ( 22 845) 7.475 2 206) 1 7 760 (3-1 286 286) 


e 


6/11/82 


ENCLOSURE NOz, 3... . Sheet 2 of 1 


Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 


‘) 


- 


OF AUDIT REPORT NO. E-003-D, DATED MARCH 16, 
ane Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 
STATEMENT OF OVER AND (UNDER) CHARGES i Oa 
For the Calendar Years Endey December 31, 1976 thru 1980 
_SOURCE: ‘Schedules 12: OO-R | 


*. COMMENTS ON THE U.S. OFFICE OF PERSONNEL MANAGEMENT's DRAFT RY 


. 1976 = 1977 1978 = 1979 > 1980 TOTALS 
1. Management Fee | 
Re ee NR oe A Oc Ie RO ES eT ree 
2. Rent vs DC 772 10 548 1 702 -0- -0O- ~ = 13 022 
Ownership OH_.- 163 2 198 1943 -0- -0- 4 304 
» iT 935 _12 746 3 645 -0- -0- 17 326 
3. Officers Salaries -O0-"=-0- - -0- .. <0. BO 946) --(30 946) 
. OH -0-"" -0- -0- -0- = 22 424 - 22 424 
T  -0- -0- -O- -0- 8 522) * ( 8 522) 
4. Reapportionment EH —9- 17 303 ~-0- (15 218) -0- 2 085 
OH -0O- - 3 605 -0- (1519)  -0- 2 086 
T 70-20 908 _—-0- pele eee 4171 
5. Depreciation DC -9-"" “6 394 -0- 0-0 OetC—:~<Ct~SCSCS'G 
OH -o0- 1 332 -0- -0- - --+0- 1 332 
T __70- 7726 __-0- -0- -0- 7_726 
6. Rent ReapportionmentO- = 3 404 -0- -0- -0- 3 404 
OH -o- 709 -0~ -0- -0- 709 
tT -0- 4 113 -0- ~0- -0- 4 113 
7. Legal ‘& Accounting -0- -0- ~~ =0- CTI 200) ~-0- ( 1 200) 
OH -0- ~~ -0- -0- (120) _--90- ( 120) 
T  -O0- ~0- -0- (1 320) .-0- (1 320) 
7a. Postage ; S90 Qe Sg bt “355) ( 2 355) 
OH -0- ~O- | ~0- -0- 1 706 __1 706 
TH 70- | 0~ -0- __-0- (649) L649 ___ 649) 
«TOTAL DIRECT | ; oe Fp ee Re 
COsTs - 772 _37 648 _ 1702 (16 418) (33 301) ( 9 596) 
.Y 
8. Revised Overhead 163 5 861 414 (3 651) ( 6 065) ( 3 278) 
9. Overhead Adjustments -0- | 1 9532/ 1 5292/ 2 o124/ 30 195 35 719 
. ee ovens 163 7 844 __1 943° { 1 639) 24 130 32 441 
OVER _(UNDER) "CHARGED 935 45 493 3 645 (18 057) ( 9171) 22 845 


J/ Adjusted Overhead of $ 2 650 for Legal & Accounting. (1977) 

2/ Adjusted Overhead of $ 908 for Rent and $ 1 950 for Legal (1978) 
and Accounting. 

3/ Includes $ 661 Reapportionment of § 1 294 total adjustment of 
Depreciation. ($716 xX 92.4503 % = $ 661). 

4/ Includes adjustment to Overhead of Depreciation ($1 294), Legal 
and Accounting ($1 200 & $ 2 100). 
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er United States 


& wf, . Approved For. ea OMTIEE PO cinappne-voodanooosoons000t6 
ee 
Ee, Personnel Management — washington, D.C. 20415 
| . bc Reph, Keter To “é "Youur Reterence 
i 
LSP e = 


Mr. Joseph E. Jones, General Agent 

Mutual of Onaha 
1666 Connecticut Avenue, N.W. es aoa 
Washington, DC 20009 


Dear Mr. Jones; 


For 1974 and 1975, our Office of Audits questioned the propriety 
of charging management fees as administrative expenses under the 
Federal Employees Health Benefits Program contracts with American 
Federation of Government Employees and American Foreign Service 
Protective Association, Inc. After review and discussion we have 

-. decided to accept the management fees for the two years in 
question as reasonable charges._against the contracts. 


Since it seems questionable to charge management fees as- “4 A ee 

administrative expenses in the absense of a contractual et em 
arrangement for such charges, we suggest you enter into a 

‘- service-type contract with Mutual of Omaha which would identify - 

the services required of an administrator and the management _ 
..fee(s) an administrator should reasonably expect to receive for 

providing the services. 


4g, 


: - ; i SbF ie ; 
ee , \' fo ak ey 8 as i fe SR aed ONS eu 


We trust this information will assist you. 


rd = Psy of at . 2 : 
pike OLE PII 
+. he 8 aa Z : + aa 

ie ‘ Kevin J. & 


te heeds urns, Assistant Director 
PORE aio eee lass for Insurance Programs 


a4 F 
Fo “at 
he, i 4 


aa 
ce: Nr. Kenneth Blaylock’ 
Mr. E. Gregory. Kreyze; 
Mr. James L. Edwards i 
Mr. Irving Kator 


cy ta cea Se t te 4 wy 1 
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JOSEPH E. JOWES AGE.ACY ca 
FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FEHBP) % 


COMMENTS ON THE-U.S. OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E~003-D, DATED MARCH 16, 1982 
. ADJUSTMENTS TO ADMINISTRATIVE COSTS 


Por the Calendar Year Ended December 31, 1976 Schedule - 12;00-R 
cS 
. Agency's FEW BP AUDIT 
. ; Combined Sales Group Claims Department Direct Total Report Inquiry 
Particulars Costs Overhead Dept Total Non-FEHBP FEMBP Costs Costs Item No. No. 


spec ( 1) er ( 2 ) ee ( pe (4 ) re (5) ee (6 ) ee: (7) ee (8) ee (9) ee (10) ee (1) ee 
1. Original Reapportionment Ratios .... .. .- . « .100.0000% 10.7963% 89.2049 % - - we - 
2. Revised Rea = - = a = & ‘S oy 


Ce ee ee ee 


ortionment Ratios . 


3. Original costs 1712 128 298 998 G80 B44 730 280 78 843 651 437 2 006 653 443 
B 4. Applied Overhead ; (298 998) 144 057 184 517 16 682 137 835 424 138 289 
Q 5. ( 21,15886%) a ee 
9 6. __TOTALS 1712 128 =0- 824 901 884 797 95 525 789 272 2 430 791 702 : 
G ; . : 
& 7. ADJUSTMENTS PER AUDIT: 
1 oo 
BeBe Rent vs CGwnership 772 (772) ; (772) 2 6 
Ga ae Overhead (21,.18856) . 163 163 (63) 
2 10. TOTAL OVERCHARGE 935 935 (933) _ 
2] ll ae i. oe TF “awe aes y 
12. BALANCE CHARGEABLE 788 337 2 430 3790 767 
—————————— —SSSSasSs=SwSS —=—=——ZXXXXZXZH[{={E=EUGSEE™_—=—>EEEE=]_____ 
B See a 
° 
co oO 
wu : 
S 
wo 
~ a 
= 7 
t co 
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SOS EPH. Bo eo eee AGENCY ~, 


FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FENBP) 


COMMENTS ON THE U.S. OFFICE or PERSONNEL MANAGEMENT'S DRAFT oF AUDIT REPORT NO. E-003-D, DATED MARCH 16, 1982 
: ADJUSTMENTS TO ADMINISTRATIVE costs 


Por the Calendar year Ended December 31, 1977 Schedule - 12:00-R 
Agency's FEHBP AUD y-7 
Combineg Sales Group Claims Department Direct Total Report Inquiry 
Particulars Costs Overhead Dept Total Non-FEHBP  FEHBP Costs Costs Item No, No. 
2) ees ( 2 ) eects (3 (4) (5) (6) (7) (8) (9) ee (10) ee (11) ee : 
1. Original Reapportionment RACLOS fons ier as eee ce ee 2100.0000% 3.0000% 97.0000% - - ws 
2. Revised Reapportionment RACLOS? Became se ge 100.0000% 4.9539% 95.0461% - - 4 B-8 ane 
3. Original costs 2 487 540 337 722 721 100 1 212 721 36 381 1 227 458 164 879 1 392 337 
tf! 4. Applied Overhead -0- (337 722) 113 280 190 510 5 715 192 825 25 902 218 727 
aS. (15.7093 %) 
9 6. °_ TOTALS 2.487 540 =0- 834 380 I 403 231 42 096 1 420 283 190 781 1 ell O64 ; 
Gq : & 
& 7. ADJUSTMENTS PER AUDIT: : 
dy 8. Rent VS Ownership 10 548 - - ( 10 548) - ( 10 548) 2 B-5 & 6 
9. Depreciation 6 592 -  ¢ 198) ( 6 394) - ( 6 394) 5 B-4 
& lo. Rent 3.404 ( 3 404) - ( 3 404) 8a B+? 
@ lil, Legal & Accounting (2 650) 2.650 - - - - - 7&8 B-9 r 
e 12. TOTAL ADJUSTMENTS -0- (2 650) 19 790 - 3.206 _( 20 346) ioe (20 346) i 
nv 13, Adjusted Original costs 5 
o 14. (Line 3 LESS 12) 2 487 540 335 072 740 890 1 212 721 39 587 1 207 112 164 879 1 371 991 
Ms 15. REVISED COSTS AND REAPPORTIONMENTS Adjusted , ft 


16. Adjusted Costs 2 487 540 335 072 740 890 1 212 721 60 077 1 189 809 164 879 1 354 688 oat i 


ee bT Applied Overhead - Revised ! 
8 ce Pe areca P -0- (335 072) 115 a4 - 18 783 9 ae 185 216 +33 667 210 ces : 
a + zo SED _COSTS*2 487 540 -0- 856 224 401 504 69 429 1 375 025 90 546 I 565 571. 

20. REAPPORTIONMENT ADJUSTMENT (Line 3 LESS 16) — -O- 17 303 (17 303) - - 4 B-8 

21. OVERCHARGES: Total costs (Line 3 LESS 16) .....~.~. ~~ Sng sie nt wel deh Gee Noe te ot, Me 37 649 

22. Applied Overhead (Line 4 LESS oD eae he cer aren ee ee eS ewe 7 844 > 

23. : eee PE SSE NRE AE” GORGE mete er agi tank tees any ence ae 45 493 . 


= 0 : CIA-RDP86-00964R000200090001-6 ; 
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JOSEPH E. JONES AGENCY 
FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FEHBP) 


COMMENTS ON THE U.S. OFFICE OF PERSONNEL MANAGEMENT'S DRAPT OF AUDIT REPORT NO. E-003-D, DATED MARCH 16, 1982 
ADJUSTMENTS TO ADMINISTRATIVE costs 


For the Calendar Year Ended December 31, 1978 Schedule - 12:00-R 
Agency's F EHBP AUDIT 
Combined Sales Group Claims Department Direct Total Report Inquiry 
Particulars costs Overhead Dept Total Non-FEHBP FEHBP Costs Costs Item No. No. 
oe ( ]) es (2) SS (HE (4 pee (5 (6 (7) (8) (9) (10) === (11) === 
1. Original Reapportionment Ratios .. +--+ +++ e 8 100.0000% 11.0000% 89.0000% - ~ 
2. Revised Reapportionment Patios » «+ bok ee = = - - 
3. Original Costs 1 985 913 391 190 824 184 761 400 83 832 677 568 9 139 686 707 
fH 4. Applied overhead 
Q 5. ( 24.5303% ) -0- (391 190 202 175 186 _774 20 565 166 209 2 241 168 450 
4 6. TOTALS 1.985 913 -0- 1 026 359 948174 104 397 843 777 11 380 855 157 
o Fie tan 
& 7. ADJUSTMENTS PER AUDIT: 
uw 8. Rent vs Ownership 1 702 - - ( 1 702) - (| 1 702) 2 B-6 
9. Rent ( 908) 908 - - - - - 8a B-7 
10. Legal & Accounting. (_1 950 1_950 - - - - = 8c B-9 & 12 
@ ll. TOTAL ADJUSTMENTS -O- (2 858) 4 560 - - (1 702) - (__1 702) 
7412, ADJUSTED ORIGINAL COSTS 
Orsay . Totals 1 985 913 388 332 828 744 761 400 83 832 675 866 9 139 685 005 
& 14. Applied Overhead - Revised 
wilds (24.3075 %) -0- (388 332) 201 447 185 077 20 377 164 286 2 221 166 507 
16. TOTAL REVISED COSTS 1.985 913 -0- 1 030 191 946 477 104 209 840 152 11 360 851 512 
————————SSSSeee —— ae — ————— ee oO ———— oO OOO 
17. OVERCHARGES : Total Costs (Line 3 LESS VB Yo a. die. eae, ey Se ot hee ER ete . 1 702 
@ Applied Overhead (Line 4 LESS 14). 2.2. 2 2 ee ee eee ett tee 1 943 
POPAT ic. a2 2a vie wicnlbe ya eg RES pers Bee ee 8d TR Ris ote Pe 3 645 


‘ 
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FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (PEHBP) : a 


COMMENTS ON THE U.S. OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E~003-D, DATED MARCH 16, 1982 
, ADJUSTMENTS TO ADMINISTRATIVE COSTS 


For the Calendar Year Ended December 31, 1979 Schedule ~- 12:00-R 
oe Agency's FE HBP Ave De lot 
; Combined Sales Group Claims Department Direct Total Report Inquiry 
Particulars Costs Overhead Dept Total Non-FEHBP FEHBP Costs Costs Item No. No. 


ees (1) (2) see ( 3 ee (4) Se (5) (6) O)——=_ 
1. Original Reapportionment Ratios ........, -100.0000% 9.0000% 91.0000% 


(8) 


2. Revised Reapportionment Ratios ......4... -100.0000% 7.5497% 92.4503 - - 4 B-8 i 
3. Original costs 2 348 912 430 567 861 373 1 002 971 90 277 912 694 54 001 966 695 

& 4. Applied Overhead 
Ay 253 (22.4447 % -0- (430 567) 193 333 225 114 20 262 204 852 12.120 216 97% 
3 6x TOTALS 2 348 912 athe 1 054 706 1 228 085 110 539 1 117 546 66 121 1 183 667 
& 7. ADSUSTMENTS PSR AUDIT: . 
ch 8. Depreciation; ~ 
. a.Per Audit 15 458 2 264 7 167 6 027 - a s _ 
a b.Per Books 14 164 1 995 6 858 5 311 - - - a 
rd c. Net Adjustment 1 294 269 309 716 - - - - 5 B-4 
ft 9. Legal & Accounting - ( 1 200) = - = - 1 200 1 200 7 Agency 
p ld. Lecal & Accounting - (2 100) 2 100 - - - - - 8a B-12 
9 ii. TOTAL ADJUSTMENTS 1.294 ( 3 031) 2 409 716 - - 1_200 1 200 
"12. ADJUSTED ORIGINAL COSTS* So 
“13. {Line 3 (+) (-) 11) 2 350 206 427 536 863 782 1 003 687 75 775. 927 912 55 201 983 113 4 B-8 
14. Applied Overhead - Revised 
Ee 15. (22.2366 %) P -0- (427 536) 192 076 223,185 - 16 849 206 336 12 275 218 611 
p16. TOTAL REVISED COSTS"2 350 206 -0- 1 055 858 1 226 872 92 624 1 134 248 67 476 1. 201 724 
“17. * ADJUSTED REAPPORTIONMENT - - ( 716} 14 502 15 218 = 15 218 * 

18. UNDERCHARGE: Total Costs (Line 3 LESS Le a ee ag RT TEE 

19. Applied Overhead (Line 4 LESS 14). .....4.0¢...0.4.4. se ee ee ew ee fC 1 639) 

20. : POE R Sige eGR ak BI ATA RS ae 8 BRO gay Seta os “ee Gat ete! Bs ir aaes dan Mise mv BA COST) , 
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FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FENBP) 


COMMENTS ON THE-U.S. OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E-003-D, 
ADJUSTMENTS TO ADMINISTRATIVE COSTS 
For the Calendar Year Ended December 31, 1980 


DATED MARCH 16, 1982 


Schedule - 12:00-R 


: Agency's PEH BP . 
EAU ET 


AUDIT 
Combined Sales Group Claims Department Direct Total Report Inquiry 
Particulars Costs Overhead Dept Total Non-FEHBP FEHBP Costs Costs Item No. No. 
1. Original Reapportionment Ratios ......4.4.. +100.0000% 5.8079% 94.1921% - ca 
2. Revised Reapportionment Ratios ......4.4.2.4. - - = - Shas 
3. Original Costs 2 925 508 492 596 858 238 1 546 612 89 825 1 478 496 6 353 1 484 849 
ty 4. Applied Overhead -0- (492 596) 173 769 313 146 18187 299 354 1 286 300 640 
A 5s ( 20.2472% } 
9 6. TOTALS 2.925 508 == 1_032 007 1 859 758 108 012 1 777 850 _7 639 1 785 469 
3 7. ADJUSTMENTS PER AUDIT: 
' 8. Officers Salaries: 
“9, Charged 52 000 ( 52 000) 3 B-1l 
. 10. Chargeable * ( 52 900) 10 148 8 998 32 854 1 908 30 946 -0- 30 946 
2 pee Postage : 
6 12. Charged 40 552 ( 2 355) ( 38 197) =0- ( 38 197) 
* 13, + Chargeable 40 552) -0- 40 552 -0- 40 552 
“iy4, TOTALS -0- (41 852 8 998 32.854 (447 33 301 -0- 33 301 
015. ADJUSTED ORIGINAL Costs 
wy 16. (Line 3 (+)(-) 14) 2 925 508 450 744 867 236 1 579 466 89 378 1 511 797 6 353 1 518 150 ‘ 
17. Applied Overhead - Revised 
18. ( 18.2136 %) _ 70- (450 744 157,955 __ 287 678- 16279 275 353 1 157 276 510 
19. ‘TOTAL REVISED COSTS 2 925 508 -O-— 1.025 191 1 867 144 105 657 1 787 150 7510.1 794 660 
20. UNDERCHARGED: Total costs (Line 3 LESS 16). .........+.....,+,,700 SS -( 33 301) 
21. Applied Overhead (Line 4 LESS 17)... . 2.2... 002.000 -ee., - + «24 «130 
22. 7 DOTAT Bee Poe sept ahg oe Bin dtesde Gon ees col cows: Lad oe Ge ewan sles ake fend 9 171 


v4 Distributed on Direct Salaries and ‘Reapportionment Ratios; ie. 
: Direct Salaries 19.515% 17.305% 63. 180% 


Reapportionments (See line 2 above. 
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o ; a | - Amendment to Contract (No. CS 1065) 
a: : ‘between the 
Government Employees Health Association, Inc. 
and the 
‘United States Office of Personnel tanagenene 
The contract which became effective July 1, 1960, by and 
between the Government be ieuces Heateh Association, Inc. and the United 
States Civil Service Commission is hereby amended, eieactive January 1, 
1979, to read as Seabed on ie following pages. 7 
Pursuant to Public Law 95-454 and Reorganization Plan No. 2 of 
. 1978, whereby the functions of the United States Civil Service 
oe ; _. Commission are transferred to the Director of the United States 


Office of Personnel Management, references to the United States 


Civil Service Commission are superseded by reference to the 


. Gaited “States Office of Personnel Management, the successor contracting 
entity. 

The Government Employees Health pesuiaetons Inc. hereby certifies 
that it is in compliance with the wage and price evanaanes announced by 
the seat ane on October 24, 1978. If it is later determined that the 
Government Employees Health Association, Inc. was in fact not in compliance - 
as of the date of this action, and knew or should have known that it was 


not in compliance, then this contract may be terminated. 
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ARTICLE I - General Provisions 


Section 1.1 Incorporation of Law and Regulations 
Section 1.2 Persons Eligible \ 
4 Section 1.3 Conversion Policy 
Section 1.4 Charter, Constitution, and By-Laws 
1.5 Statistics 


Section 


» pagans 


ARTICLE II - Benefits _. 


Section 2.1 Benefits 

Section 2.2 Underwriter 
Section 2.3 Filing of Claims 
Section 2.4 


ClaimS Requirements 


ARTICLE III - Premiums and Accounting 


Section 3.1 Premiums 
Section 3.2 Annual Accounting 
Section 3.3 Special Reserve 
Section 3.4 Health Benefits Charges 
Section 3.5 Expenses and Other Charges 
Section 3.6 Income on Investments 

: Section 3.7 . Interim Accounting 
Section 3.8 Examination of Records 
Section 3.9 Disputes 


ARTICLE IV - Equal Employment Opportunity 


Section 4.1 -Equal Employment Opportunity 


ARTICLE V ~ Employment of the Handicapped 


Section 5.1 Employment of the Handicapped 


ARTICLE VI ~— Modification and Termination of the Contract 


Section 6.1 Annual Renewal and Termination 
Section 6.2 Effective Date of Termination 


' ARTICLE VII - Privacy 


Section 7.1 Disclosure of Information 


: | ee Yar) 
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Contract No. CS 1065 
Health Benefits Contract 

between 
Government Employees Health Association, Inc. 


and the 


United States Office of Personnel Management 


ma TA ebnetderation ok chesaniebal apecouenes of the Government. oe 
Employees Health Association, Inc. (herein called the Carrier) and ae 
United States Office of Personnel Management (herein called OPM) and 
in consideration of the payment of subscription charges as provided by 


this contract, the Carrier and OPM agree as follows: 


‘ARTICLE I - GENERAL PROVISIONS 


Section 1.1 Incorporation of Law_and Regulations 


(a) The applicable provisions of: (1) Chapter 89 of Title 5. 


United States Code; (2) OPM's regulations as contained in Part 890 


_of Title 5 of the Code of Federal Regulations; and (3) the Federal 
Procurement Regulations as contained in Chapter 1 of Title 41 of the 
Code of Federal Regulations [(2) and (3) iievadidatvas being called 
Regulations] constitute a part of this contract as if fully set forth 
herein, and the other provisions of this contract shall be construed 

so as to comply therewith. 

(b) If the Regulations are changed in a manner which would 

increase the Carrier's liability under this contract, the change will 

be made effective for a contract period subsequent to the oeeear ts which 
the amendment to the Regulations is published, unless the Carrier 


agrees to an earlier date. 


eee . Cn ee ee e eee 
e& & & & oe © & we: we 6 » & 
So * eee » & » 
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Sattton 1.2 Persons Eligible 
(a) The Plan is an employee organization plan, as defined in 
Chapter 89 of Title 5, United States Code, sponsored by the 
oo paeani Carcier and available only to eligible employees ana annuitants 
oes (and members of their families). who at the time of their.enrollment _ 
are menbers of the seansoriag organization. 
(b) The Carrier will promptly return to the employing office 
marked iesmetbeyt each Health Benefits Registration Form eentuea 
by, it, bearing the name of a registrant who on the effective date 
of enrollment is aoe a member of the employee organization. 
(c) Employees enrolled in the Plan at the time they become 
annuitants may retain their membership in the organization and 
~ continue their sovaisent in the Plan. Survivor annuitants of 
enrollees in the Plan may continue their enrollment in the Plan 
sib = 2 without becoming members of the sponsoring employee organization. ~ 
Section 1.3 Conversion Policy | 
The Carrier will maintain on file with OPM copies of the con 
version plan(s) offered to persons whose coverage unaee this 
contract terminates and edvine OPM promptly of any changes in the 
wianesy | 
Section 1.4 Charter, Constitution, and By-Laws 
The Gta will notify OPM of any change in its charter, 
constitution, or by-laws which affects any provision of this 
contract or the Carrier's participation in the Federal Employees 


- Health Benefits Program. 


+ Co ¢ us Fee eee «. 
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Section 1.5 Statistics 
- (a) General. To enable OPM to carry out its functions under 
Section 1308 and Chapter 89 of Title 5, United States Code, the 
ome Carrier will maintain or cause to be maintained the statistical 
“edcorde and will furnish OPM, in ono ean prescribed by OPM, the 
statistical reports with respect to the Carrier’s operations under this 
contract, agreed upon between the Carrier and OPM by exchange of correspon- 
dence. 
“4 (b) gaseiai SEndias: The Carrier will furnish.’such other reasonable 
stabisiticat data and reports of special studies as OPM, after consul~ 
haere with the Carrier, may from time to tine request for the purpose 
of carrying out its functions under Chapter 89 of Title 5, United 


Srates Code, 


ARTICLE II ~ BENEFITS 


Section 2.1 Benefits 

The Carrier will provide padeetes for covered persons as set forth 
in the policy, as amended, issued to the Carrier by the Mutual of 
Omaha Insurance Company , Omaha, Nebraska (herein called Underwriter), 
a copy of which is attached hereto and made a part hereof. 
Section 2.2 Underwriter 

The Cacti will not modify or terminate the policy issued by the 
Underwriter of the Plan or give notice of termination or intent not 


¥ 


to renew the policy without prior express approval of OPM. 
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Section 2.3 ‘Filing of Claims 


Procedures for filing elaine for benefits under the Plan are 
set forth in the brochure for the Plan issued by. OPM. 
Section 2.4 Claims Requirements | 

apevieione wish erect to legal proceedings and notice and 


aiken of ere are set ‘ebEth. in che ‘policy issued by the Un nderwriters <- 


ARTICLE IIL - PREMIUMS AND ACCOUNTING 

Section 3.1 Premiums 
iyo. Ca), OPM. will, subject to adjustment for error or fraud, pay 
to the Underwriter, in payment of its total sareesuotien charges 
under this contract for all covered persons, the enrollment charges 
for the Plan received by the Employees Health Benefits Fund lesage 
called the Fund), less the amounts set aside by OPM for the Contingency 
Reserve and for administrative expenses of the Carrier and OPM, plus 
any payments made by OPM from the Contingency Reserve. OPM will pay over 
to the Carrier for administrative expenses the amount set forth in 
Section 3.5,-but any funds not actually needed for incurred administra~ 
tive expenses of the Carrier shall be credited to the Special Reserve. 

(b). Biweekly subscription charges, with appropriate adjustments 
for employees and annuitants paid 6a other than a hiweetly beta. 


are as follows: 


Self Only $16.20 
Self and Family ' $46.38 
Se ee Ae ae 1/79 
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Section 3.2 Annual Accounting 


The Carrier will maintain financial records under generally 
accepted accounting principles and, not later than ninety days after 
ace the end of each contract term, furnish to OPM for that 


contract term an accounting of its epera tions undse Bue contract. — 


"ties aecounting anadl beta the. form prescribed by. ‘OPM and 
shall include, among other things, the following. ee with respect 
to each option, if there be two options, provided by the contract: 
(a) The subscription charges received and accrued (includ- 
: “ing those received from the Contingency Reserve); © | PD Sees 
(b) The health benefits charges specified in Section 3.43 
(c) The expenses and other charges specified in Section 3.5; 
(a) The incone on investments; . 
(e) The steeneade sum of items (a) minus (b) minus (c) plus (d). 
ae . . Section 3.3 Special Reserve | 
. | (a) This contract is experience rated. The gain {item (e) in - 
Section 3.2] on operations under this contract, cumulatively from 
its eerective dace to any later date, constitutes the Special 
Reserve held by the Carrier to be used only for payment of charges 
‘against this contract. 
(b) If this contract is discontinued and there is a positive 
balance remaining in the Special sen after all health benefits 
charges plus the agreed-upon amount of administrative expenses for 
_ eontract liquidation have been paid, auch balance, ineluding current. 
income on its perenne shall be paid to OEM for credit to the 


Fund within two years from the date this contract is discontinued. 
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(c) In the event this coneraee is discontinued, the Contin- 
gency Reserve, of the Plan may be used to pay necessary and proper 
charges against this contract to the extent that the reserves held 
by the Carrier are insufficient for this purpose. 


Section 3.4 Health Benefits Charges 


fa) The amount of cherere for item. (b) in Section 3.2 will be 


(1) the paid enadees. aad (2) the ateniad: cheeses equitably eee 


reasonably determined on the basis of experience under this contract. 
Fe 
(b) Only benefits to which the covered person is entitled under 


this contxack will be charged. However, benefits pe because of 


mind aiseeaeiae practices eecutanly followed or because of : 


administrative liberalizations or interpretations approved by OPM 
will be charged. Benefit payments made erroneously but 
in good faith are also chargeable to this contract providing reason- 
ably diligent efforts to recover are unsuccessful. 
Section 3.5 Expenses and Other Charges 

The amount of expenses and charges to be included in item (c) of 


Section 3.2 shall be as set out in the schedule below. 


Item Amount 
(1) Administrative Charges 2.5% of total subscription 
. Organization charges plus an amount not 


to exceed $7,000 for the 
contract term in lieu of 
actual incurred expenses. 


(ii) Administrative Charges Actual, but not to exceed 
Underwriter 2.5% of total subscription 
charges for the contract 
term. — , , 
(iii) Taxes Actual 
(iv) Service Charge $69,300 for the contract term. 
er Proved Ferdseiens¢ 2000 to! CIA-RDP86-00964R000200090001-6 
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"Administrative Charges" means the amount cf expenses incurred 
in the administration of this contract including, but not limited to, 
the cost of maintaining the eligibility files for coverage under this 


contract, the cost of investigation and settlement of claims under 


“this contract, and the cost of making accounting and statistical 


reports. Administrative expenses allocated to this contract will be 
actual, necessary, incurred expenses determined on an equitable and 


reasonable basis, with proper justification and accounting support. 


The Federal Procurement Regulations, 41 CFR, Part 1-15, shall apply 


in the determination of sence eats administrative expenses. On 
the basis of audit, OPM may direct that adjustments not incon- 
sistent with the above regulations be made and that they be 
recorded in subsequent contract term Accounting Statements. 

"Taxes" means all Governmental fees and taxes which are directly 
attributable to this contract, 

In order to avoid possible subsequent disallowance or dispute 
based on unreasonableness or nonallocability, the Carrier may 
request advance agreement with OPM as to the treatment to be 
accorded special or unusual cost items totalling even $50,000. 
Advance agreements may be negotiated either before or during a 
contract. but cannot be negotiated after incurrence of such special 
or unusual cost. The agreement must be in writing, shall be executed 
by both contracting parties, and shall not be inconsistent with 
other applicable provisions of the Federal Procurement Regulations. 
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Section 3.6 Income on Investments 
All funds on hand, including the Special Reserve and current 
subscription sakes received from OPM, which are in excess of 
the amounts needed to make prompt payments under this contract, shall 
_ be prudently invested. The amounts held to make prompt payments shall 


be the minimum amounts consistent with the, sevne Speraeree, 6 the prene 


ae . Section 3. 7 faces heeodnttag 


The Carrier will furnish, upon request of OPM, such other 
reasonable financial mane eee with respect to operations under 
this contract as are necessary to enable OPM ro carry out its 
Pua ionecidaar eigeree 89 of Title 5, United Seates Cade> Ran SASS 
Section 3.8 Examination of Records 


4 The Carrier will permit OPM and the General Accounting Office 


to examine such records of the Carrier as may be necessary to carry out 


the purposes of Chapter 89 of Title 5, United States Code. The 


Carrier will preserve records relating to a contract period for 


three years after the close of the contract period to which the 

records relate. 

Section 3.9 Disputes 

(a) Except as Renae saee provided in this apenas any dispute 

asesdentee a question of fact arising under this contract, which is 

not disposed of by agreement, shall be decided by the Deputy Associate © 

Director for Benefits Policy, Compensation who shall reduce his decision © 

to writing and mail or otherwise furnish a copy to the Carrier. The 


decision of the Deputy Associate Director shall be final ana eonclGaives 


1/79 
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unless Within 60 days from the date of receipt of this copy the Carrier 
mails or otherwise furnishes to the Deputy Associate Director a written 
appeal addressed to the Director, Office of Personnel Management with a 
copy mailed or otherwise furnished to OPM's designated contracts disputes 
appeals authority, the Armed Services Board of Contract Appeals. The 

cee of the ASBCA ener be etna) and conclusive, unless ‘determined 
of a court of cei rane Saeiedieetos to ‘have been Fraudutede. or 
capricious, or arbitrary, or so grossly erroneous as to necessarily 
imply bad faith, or doe aunported by substantial evidence. In 
connection with aay special proceeding under this Section, the Carrier 
shall Be acesedea aa opportunity to be heard and to offer evidence in 
support of its appeal. Pending final decision of 4 dispute hereunder, 
the Carrier shall proceed diligently with the performance of the 


contract in accordance with the Deputy Associate Director's decision. 


(b) This "Disputes" clause does not preclude consideration of 


‘law questions in connection with decisions provided for in paragraph 
(a) above: Provided, That nothing in this contract shall be 
construed as making final the decision of any administrative official, 


representative, or board on a question of law. 


ARTICLE IV - EQUAL EMPLOYMENT OPPORTUNITY | 
Section 4.1 Equal Employment Opportunity 
| During the performance of this contract, the Carrier agrees as 
foes: 
(a) “The Carrier will not discriminate against any eundovee or 
applicant for employment because of race, color, religion, sex 


or national origin« The Carrier will take affirmative action 


‘ ae eee 
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to ensure that applicants are employed, and that employees are 
treated during employment, without regard to their race, color, 
religion, sex or national origin. Such action shali include, but 


not be limited to, the following: employment, upgrading, demotion 


or transfer: recruitment or edeeolteedt adverticines avdet oe 
termination; rates of pay or other forms of compensation; and 
selection for training, including apprenticeship. The Carrier 
agrees to post in conspicuous places, available to employees 
and applicants for employment, sowiwes to be provided -by OPM 
setting forth the provisions of this nondiscrinination 
clause. 
(b) ‘the euiriae wisi, in all solicitations or advertisements 


for employees placed by or on behalf of the Carrier, state that 


all qualified applicants will receive consideration for employ- 


ment without regard to race, color, religion, sex or national 


origin. 


(c) The Carrier will send to each labor union or representative 
of workers with which it has a collective bargaining agreement 
or other contract or understanding, a notice, to be provided 

by OPM, advising the said labor union or workers’ represen- 
tative of the Carrier's commitments under this section, 

and shall post copies of the noeice in conspicuous places 


available to employees and applicants for employment. 


ute pe OV sae: 1/79. 
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(d) |The Carrier will comply with all provisions lof Executive 
Order No. 11246 of September 24, 1965, and of the rules, regula- 
tions and relevant orders of the Secretary of Labor. 
(e) The Carrier will furnish all information and Meieere required 


by Executive Order No. 11246 of September 24, 1965, and by the 


‘rules, regulations, and orders of the Secretary of Labér, or. 


ee 


pursuant thereto, and will permit access ta its books, records, 
and accounts by OPM and the Secretary of Labor for purposes of 
investigation to ascertain compliance with such rules, regulations 


an orders. 9 9 =e ne a as 
(f£) In the event of phe eaient noncompliance with the 
nondiscrimination clauses of this contract or with any of the 
said rules, regulations, or orders, this contract may be 
cancelled, terminated, or suspended, in whole or in part, and 
the Carrier may be declared ineligible for further Government: 
contracts in accordance with procedures authorized in Executive 
Order No. 11246 of September 24, 1965, and such other sanctions 


may be imposed and remedies invoked as provided in the said 


Executive Order or by rules, regulations, or orders of the 


. Secretary of Labor, or as otherwise provided by law. 


(g) The Carrier will include the provisions of paragraphs (a) 
through. (g) in every subcontract or purchase order unless 
exempted by rules, regulations, or orders of the Secretary of 
Labor issued pursuant to Section 204 of Executive Order No. 11246 
of September 24, 1965, so that such provisions will be binding 


upon each subcontractor or vendor. The Carrier will take such 
3 | 1/79 
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action with respect to any subcontract or purchase order as 
OPM may direct as a means of enforcing such provisions, 


including sanctions for noncompliance: Provided, however, 


that in the event the Carrier becomes involved in, or is 


threatened with, aetteatren ages a subcontractor or vendor 


as a a eaule Ge such direction by OPM, the Carrier may’ 


request the United States to enter into such litigation to 


protect the interests ofthe United States. 


ARTICLE us - | EMPLOYMENT OF THE HANDICAPPED 
j ete 


Section 5.1 Employment of the Handicapped : 


During the performance of this contract, the Carrier agrees as 
follows: 
(a) The Carrier will not discriminate against any employee 
or applicant for employment because of physical or mental 
handicap in regard to any position for which the employee or 
applicant for employment is qualified. The Gavetee agrees to 
take affirmative action to employ, advance in employment and 
otherwise treat qualified handicapped individuals without 
discrimination based upon their physical or mental handicap in 
all employment practices such aS the following: employment, 
upgrading, demotion or transfers recruitment, advertising, 
Layoff or termination; rates of pay or other focus of compensa- 


tion; and selection for training, including apprenticeship. 


1/79 
pproved Fo For r Relegseizo05i02i0 CIA-RDP86-00964R000200090001-6 


4 * ie | se 


ee ca 


Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 
+ 8 C 3 . C : 


~-13- 


a 


(b) The Carrier agrees to comply with the rules, regulations, 
and relevant orders of the Secretary of Labor issued pursuant 


to the Rehabilitation Act of 1973. 


(c) In the event of the Carrier's noncompliance with the 


ERAS 


requirements of this clause, actions for noncompliance may be 
“lhe in accoradnce With the’rulea, regulations and votevent 
orders of the Secretary of Labor issued pursuant to the ners 

(d) The Carrier agrees-to post in conspicuous places, available 
to employees and applicants for employment, notices in a form 

to be prescribed by the Director oe the Office of Federal - 
Contract Geupitanes Programs, provided by or through the contract- 
ing officer. Such notices shall state the Carrier's obligation 
under the law to take affirmative action to emp Loy and advance 

in employment qualified handicapped employees and applicants 


for employment, and the rights of applicants and employees. 


(e) The Carrier will notify each labor union or representative 
of workers with which it has a collective bargaining agreement 
or other contract understanding, that the Carrier is bound by 
the terms of Section 503 of the Rehabilitation Act of 1973, and 
4s committed to take affirmative action to employ and advance 
in employment physically and mentally handicapped individuals. 
(f) The Carrier will include the provisions of this clause in 
every subcontract or purchase order of $2,500 or neds. antees 
shane’ by rules, regulations, or orders of the Secretary 


issued pursuant to Section 503 of the Act, so that such 


1/79 
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‘provisioné will be binding upon each eceiee ee: or vendor. 
The Carrier will take such action with respect ta any sub- 
contract or purchase order as the Director of the Office of 
ga a, Federal Contract Compitance Programs may direct to enforce such 


~.,provisions, including action for noncompliance. 


ARTICLE VI - MODIFICATION AND TERMINATION OF CONTRACT ie 
Section 6.1 Annual Renewal and Termination 
This ee ee its original form, became effective July I, 
"S| 9BOLS: Lt renews automatically for one year each January first, unless 
terminated by written notice given by ort or Gareiwicee lees then 
sixty calendar days before the renewal date, or unless modified 
by mutual agreement. This contract may be terminated by order of 


OPM pursuant to Section 890.205 of the Regulations. - 


Section 6.2 Effective Date of Termination 


In the event this contract is terminated as of a date other 
than the end of an enrolled Masieveets or annuitant's then current pay - 
period, the effective date of termination as to that employee or 
annuitant is deferred to the end of such pay period. The Carrier is 
“entitled to receive all subscription charges due for the period of 


time such coverage is provided. 


ARTICLE VII - PRIVACY 
Section 7.1 Disclosure of Information 


The Carrier agrees to use the personal data on employees 


« : 
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« eo. e »'¢e ‘ 1/79 
Lt ee . ee ‘ ‘é . é 
~ & s eeng < . ‘ 


Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 


Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 = == °°” 


-15=- 


and annuitants which is provided it by agencies and OPM, 

including social security numbers, for only those routine uses 

stipulated for such data and published annually in the Federal 
eee Register as eee of OPM's notice of systems of records. 
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Personnel Management — washinaton, D.C. 20415 


In Reply Refer To: GNE ‘ : Your Reference: 


STAT . 


2 cee 


Enclosed for your records is Contract (No. CS 1065) between your 
organization and the Office of Personnel Management, to be 
effective January 1, 1980. : 


- The contract was executed for OPM on March 6, 1980- 


Sincerely yours, \ 


Drude 


‘George Me MacWhorter, Chief 
Employee Organization Pians Division. 
Insurance Programs 


¥ 
' Enclosure 


ee: Mr. Louis Hendrickx 
Mr. Norman C. Conway 
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Amendment to Contract (No. CS 1065) 
between the 
Government Employees Health Association, Inc. 
and the 

United States Office of Personnel Management 
‘The contract which became effective July 1, 1960, is hereby 
amended as of January 1, 1980, as Follows: 
1. Section 3.9 is deleted and the following is inserted in lieu 
thereof: 
Section 3.9 Disputes 

(a) This contract is subject to the Contract Disputes Act 
of 1978 (41 U.S.C. 601, et seq-). Lf a dispute arises relating 
to the. contract, the contractor may submit a claim to the 
Contracting Officer who shall issue a written decision on the 
dispute in the manner specified in DAR 1-314 (FPR 1-1.318). 

“(b) "Claim" means: 
(1) a written request submitted to the Contracting 
Officer; ‘ : 
(2) for payment of money, adjustment of contract terms, 
or other relief; 

=e (3) which is in. dispute or remains unresolved after a 

reasonable time for its review and disposition by the 
Government; and ; 

(4) for which a Contracting Officer’s decision is 
demanded. 

(c) In the case of disputed requests or amendments to such 
requests for payment exceeding $50,000, or with any amendment 
causing the total request in dispute to exceed $50,000, the 
Contractor shall certify, at the time of submission as a clain, 
as follows: -_ . 

I certify that the claim is made in good faith, that the 

supporting data are accurate and complete to the best of ny” 


knowledge and belief; and that the amount requested 
accurately reflects the contract adjustment for which the 
contractor believes the Government is liable. 


(Contractor’s Name) 


(Title) 

(d) The Government shall pay the contractor interest: 
(1) on the amount found due on claims submitted under 
this clause; 
(2) at the rates fixed by the Secretary of the 
Treasury, under the Renegotiation Act, Public Law 92-413 
(3) from the date the Contracting Officer receives the 
claim, until the Government makes payment. 


(e) The decision of the Contracting Officer shall be final 
and conclusive and not subject to review by any forum, tribunal, 
or Government agency unless an appeal or action is timely 
commenced within the times specified by the Contract Disputes Act 
of 1978. ; : 
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(£) The Contractor shall proceed diligently with 
performance ‘of this contract, pending final resolution of any 
request for relief, claim, appeal or action related to the 
contract, and comply with any decision of the Contracting 


officer. 


2. The biweekly subscription charges shown in Section 3.1 of 
Article TII shail be deleted and the following subscription. 
cHarges shall be substituted: 


Self Only , $17.29 


Self and Family $49.46 


‘3. The Premium Adjustment Rider herewith attached, effective 


January 1, 1980, is added to Poticy No. GMG 1799. 


Office of Personnel Management 


By: 
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: CNE 
STAT ; 


Enclosed for your records is a copy of an amendment to contract (No. CS 1065) 
between the Government Employees Health Association and the Office of 
Personnel Management, to be effective January 1, 1981. 


The amendment was signed for OPM on April 27, 1981. 


I 
Sincerely yours, 


p27), Oe 
ame M. MacWhorter, Chief 
Employee Organization Plans Division 
- Insurance Programs 
Enclosure * 
ec: Mr. Norman Conway 
Mr. Louis Hendrickx 
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Amendment to Contract (No. CS 1065) 


/ 


between the 
Government Employees Health Association, Ince 


and the 


United States Office of Personnel Management 


The contract which became effective July I, 1960, is hereby 


amended as of January 1, 1981, as follows: 


1. The following is added as Section 2.5: 


Section 2.5 Incorporation o£ Guidelines on Coordination of 
Benefits 

The Coordination of Benefits Guidelines, Model Regulation peevice 

- January, 1977, prepared by the National Association of 

Insurance Commissioners constitute a part of this contract as if 

fully set forth herein, and the other provisions of this contract 

shall be construed so as to comply therewith. 


2. Section 3.9 is GeteeeS and the following te Pueerted in Ifeu 
thereof: 


Section 3.9 Disputes 


(a) This contract is subject to the Contract Disputes Act of 
1978 (Pub. L- 95~563). 


(b). Except as provided in the Act, all disputes arising 
under or relating to this contract shall be resolved in 
accordance with this clause. 


(c)(i} As used herein, “claim” means a written demand or 
assertion by one of the parties seeking, as a legal 
2 right, the payment of money, adjustment or 
r interpretation of contract terms, or other relief, 
arising under or relating to this contract. 


(24) A voucher, invoice, or request for payment that is 


not in dispute when submitted is not a claim for the _ 


‘purposes of the Act. However, where such submission 
is subsequently not acted upon in a reasonable time, 
or disputed either as to liability or amount, it may 
be converted to a claim pursuant to the Act. 


Page 1 of 3 
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(iii) A claim by the Carrier shall be made in writing and 


submitted to the Assistant Director of Insurance 


Programs, Compensation Group, United States Office of 
Personnel Management (hereinafter referred to as the 
"Contracting Officer") for decision. A claim by the 
Government against the Carrier shall be subject to a 


decision by the Contracting Officer. 


(d) For Carrier claims of more than $50,000, the Carrier 
shall submit with the claim a certification that the 
claim is made in good faith; the supporting data are 
accurate and complete ta the best of the Carrier‘’s 
knowledge and belief; and the amount requested 


accurately reflects the contract adjustment for which 


the Carrier believes the Government is liable. The 
certification shall be executed by an authorized 
official of the Carrier. 


(e) For Carrier claims of $50,000 or less; the Contracting 


Officer must render a decision within 60 days. For 
Carrier claims in excess of $50,000, the Contracting 


Officer must decide the claim within 60 days or notify 


the Carrier of the date when the decision will be made- 


(f) The Contracting Officer’s decision shall be final unless 
the Carrier appeals or files a suit as provided in the 


Act. Pursuant to 5 CFR Section 890.107, OPM has 


designated the Armed Services Board of Contract Appeals 


to hear appeals under this provision. 


(g) The authority of the Contracting Officer under the Act 
does not extend to claims or disputes which by statute 
or regulation other agencies are expressly authorized to 


decide. 


-(h) Interest on the amount found due on a Carrier claim 


shall be paid from the date the claim is received by the 


Contracting Officer until the date of payment» 


(1) Except as the parties may otherwise agree, pending final 
resolution of a claim by the Carrier arising under the 
contract, the Carrier shall proceed diligently with the 


performance of the contract in accordance with the 
Contracting Officer’s decision- 


The biweekly subscription charges shown in Section 3-1 of 


Article III shall be deleted and the following subscription 


charges shall be substituted: 
Self Only $19.13 
Self and Family $53.97 
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4. The Adjustment Rider herewith attached, effective January I, 


1981, is added to Policy No. GMG 1799. 
Accepted at Washington, D. C., this ae 7 
day of __ Cea e >» 1981. 
Office of Pergonnel Management 
By: 
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“by reference into all health benefits ‘contracts for 1982. “We are doing 


( United States ( 
Approved For Release 200Q@04f ic @l4sKDP86-00964R000200090001-6 
Personnel Management washington, D.C. 20415 


In Reply Reter To. Your Reference: 


: JUN A 1982 


ss 
Enclosed are three copies of an ameudment to Contract (No. CS 1065) 
between the Government Employees Health Association, Inc- and the United 
States Office of Personnel Management, to be effective January 1, 1982. 


1 ; " 
All 1982 contract amendments previously sent for your signature and 
returned to us have been voided. We have been advised by our Office of 


. General Counsel to reword the 1982 contract emendwents, under Article I - 


General Provisions ~ Section 1.1, Incorporation of Law and Regulations, to 
incorporate Chapter 16 of Title 41 of the Code of Yederal Regulations. 

The remainder of the 1962 contract amendments, as previously written, is 
HOENSG3ed: 


Chapter 16 of Title 41 of the Code of Federal Regulations, and those 
regulations contained in Chapter 1 of Title 41 of the Code of Pederal 
Regulations which are made applicable by Chapter 16 will be. incorporated. 


this even though we recognize certain provisions contained in Chapter 16 
relating to negotiation and pricing of contracts were not adhered to 
during benefit aad rate negotiations and, therefore, will not apply to — 
1982 contracts, but will apply to 1983 contracts. The provisions of 
Chapter 15 that do not apply to 1982 contracts are as follows: 


16=3.807-4 Certificate of current cost or pricing dara. 
16-3.807-5_ Defective cost or pricing data. 

16-3. 807-6 Refusal to provide cose or pricing oe 
16-3.307-7 - Unacceptable substitutes for pricing negotiations 
16-3. 807=8 Evaluation and priciag of individual contracts. 
16-3.507-10 — ~ Subcontractiag cousiderations in cost analysia. 
15-3.207-50 Certificate of community rating. 


Bodh . = = tle Pie ee aie a : AR abe Ere TR ee seis 114.254 
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The clauses set forth in Chapter 16 thet do not apply to 1982 contracts 
are: 


16-3. 814-56 ; Price reduction for defective certificate 
; of community rating- 
16-7-503-1 Price reduction for defective coat or pricing 
. data. 


If the amendment meets with your approval, please aign two copies and 

return them ta us 48 Soon a8 possible. After we have received the signed 
copies, the amendment will be executed for OPM and ane completed copy will 
be returned to you. | 4 ate eS 3 


Sincerely yours, 


George M. MacWhorter, Chief 
we Exployee Organization Plans Division 
Insurance Programs ; 


Enclosures 
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FEB 10 1983 
CHE 


Enclosed for your records is a cOpy of an amendment to Contract. (No. CS 
1065) between the Government Employees Hospital Association and the United 
States Cffice of Personnel Management, to be effective January 1, 1982. 


The contract was signed for OPM on February 3, 1983. 


Enclosure 


STAT ibe ae care ey Pyle Ree a 


Sincerely yours, 


George B. Bower, Chief 
Employee Organization Plans Division 
Insurance Programs 
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Amendment to Contract (No- CS 1065) 


between the 


/ 


Government Employees Health Association, Inc. 
and the 


United States Office of Personnel Management 


The contract which became effective July 1, 1960, is hereby amended as of 
January 1, 1982, as follows: 


1. Section 1.1 (a) is reworded to incorporate the Federal Procurement 
Regulations as contained in Chapter 16 of Title 41 of the Code of 
Federal Regulations. = 


Section 1.1 Incorporation of Law and Regulations 


(a) , The applicable provisions of : (1) Chapter 89 of Title 5, United 
States Code; (2) OPM’s regulations as contained in Part 890 of Title 5 of 
the Code of Federal Regulations; and (3) regulations as contained in 
Chapter 16 of Title 41 of the Code of Federal Regulations, and those 
regulations contained in Chapter 1 of Title 41 of the Code of Federal. 
Regulations which are made applicable by Chapter 16 [(2) and (3) 
hereinafter being called Regulations] constitute a part of this contract 
as if fully set forth herein, and the other provisions of this contract 
shall be construed-so as to comply therewith. 


2. The biweekly subscription charges shown in Section 3.1 of Article III 
shall be deleted and the following subscription charges shall be 
substituted: 


Self Only : $26.32 
Self and Family $67.61 


3. Section 3.3 (c) of Article III is reworded as follows: 
Section 3.3 Special Reserve 

(c) In the event this contract is discontinued, the Contingency 
Reserve of the Plan shall be used to pay necessary and proper charges 
against this contract to the extent that the reserves held by the Carrier 


are insufficient for this purpose- 


4. The Adjustment Rider herewith attached, effective January 1, 1982, is 
added to Policy No. GMG 1799. 
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Accepted at Washington, D.C., this ) day 
of f ae ce , 1983. : 
United States Office 

' . of Personnel Management 
By: 2 he fl 
(Name) 
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Enclosed. yee your records is a copy of an amendment to contract. 

: | (Noe CS 1065). between the Government Employees Health : 
‘Association, Inc., and the Office of Personnel Management, to ‘be 
ef fgctive January 1, 1980. be eepeg 

‘ ‘The. amendment was ed for OPM on Septenber 9, “1981. 
apy ae ‘ i 
| i i | i 
ats (| Sitncerely yours, : 
: | . /-~ George NM. MacWhortery Chief 
oe f Employee Organiz oye on Plans Division 
J : | Insurance Programs 
“Enclosure rf 
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Amendment to Contract (No. CS LOeS) 
between the 


Government Employees Health Association, Inc. 


: and the 
t 


United States Office of Persormnel Management 
a kos s i x : 


1 
i 


- ‘The ‘contract which became effective July 1, 1960, between the above- 
“named parties, is hereby amended effective January 1, 1980, by increasing 

the amount of the administrative charges level specified in Section 3.5 
from 2.5% to 4.0% of total subscription charges. ° 


Accepted at Washington, D.C., this | 
| 


» 198i. 


United States Office of Personnel 


7 : Management ‘ as 
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